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LETTER  OF  TRANSMITTAL 


The  White  House, 

January  20,  1958- 

To  the  Congress  of  the  Vnited  States: 

1  present  herewith  niy  Economic  Report,  as  required  by  Section  3  (a) 
of  the  Employment  Act  of  1946.  In  preparing  this  Report,  I  have  received 
the  assistance  and  advice  of  the  Council  of  Economic  Advisers.  I  have 
also  had  the  advice  of  the  heads  of  the  executive  departments  and  inde¬ 
pendent  agencies  of  the  Government. 

I  set  forth  below,  in  condensed  form,  what  I  consider  to  be  the  major 
conclusions  and  recommendations  of  the  Report. 

The  Economy  in  1957 

The  jiast  year  was  a  prosperous  one,  despite  a  decline  in  the  closing 
months.  (Xer  65  million  people  were  employed,  300,000  more  than  in 
1956.  The  Nation’s  output  of  goods  and  services  totaled  $434  billion,  and 
personal  income  was  $343  billion.  Both  were  5  fjercent  larger  than  in  the 
preceding  year.  A  considerable  part  of  these  increases,  however,  reflected 
higher  prices. 

In  the  final  quarter  of  the  year,  gross  national  product  was  about  1  Va  p>er- 
cent  below  the  peak  reached  in  the  third  quarter.  Personal  income  after 
taxes  declined  one-half  of  1  percent,  and  personal  consumption  expendi¬ 
tures  somewhat  less.  In  December,  however,  unemployment  amounted  to 
5.2  percent  of  the  civilian  labor  force,  compared  with  4.3  percent  in 
September. 

This  change  in  economic  conditions  called  for  adjustments  in  economic 
policies.  During  much  of  the  year,  the  task  of  restraining  inflationary  pres¬ 
sures  was  paramount,  and  |x)licies  were  directed  to  this  end.  In  the  closing 
months  of  the  year,  and  currently,  the  task  has  been  to  facilitate  readjust¬ 
ments  in  the  economy  essential  to  the  resumption  of  sustainable  economic 
growth,  but  to  do  so  without  reviving  inflationary  pressures. 

The  Current  Economic  Situation  and  Outlook 

As  we  look  ahead  in  1958,  there  are  grounds  for  expecting  that  the  decline 
in  business  activity  need  not  be  prolonged  and  that  economic  growth  can  be 
resumed  without  extended  interruption.  The  policies  of  Government  will 
be  directed  toward  helping  to  assure  this  result. 
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The  demand  for  goods  and  serv’ices  for  final  use  has  been  well  maintained. 
A  considerable  adjustment  in  inventories  has  already  taken  place,  and  present 
holdings  are  generally  not  heavy.  Personal  income  has  fallen  very  little, 
and  purchases  by  consumers  are  continuing  at  a  high  level.  The  confidence 
of  business  concerns  in  the  economic  future  is  evidenced  by  their  long-range 
plans  for  the  expansion  and  improvement  of  production  facilities  and  the 
high  rate  at  which  they  are  carr\’ing  out  these  plans.  The  increasing  amount 
of  resources  committed  to  research  and  development  is  further  evidence  of 
this  confidence  and  assures  the  continued  working  of  forces  that  make  for 
expansion. 

Financial  conditions  are  increasingly  favorable  to  resumption  of  economic 
growth.  Credit  is  more  readily  available  and  its  cost  is  lower.  I’hese  con¬ 
ditions,  together  with  the  recent  reduction  in  the  cash  investment  required 
of  prospective  home  buyers  under  Federal  mortgage  insurance  programs, 
tend  to  promote  increased  home  building.  More  ample  and  lower-cost 
credit  also  favors  a  continuation  of  the  large  and  growing  volume  of  capital 
expenditures  by  State  and  local  governments,  and  should  help  moderate  the 
decline  in  investment  outlays  by  business  concerns. 

At  the  turn  of  the  year,  the  economy  was  beginning  to  feel  the  effects  of 
an  acceleration  of  the  placement  of  defense  contract  awards,  prompted  by 
the  need  to  move  forward  quickly  with  programs  essential  to  the  strength¬ 
ening  of  the  Nation’s  defenses. 


The  Longer  Perspective 

At  a  time  like  the  present,  when  the  economy  is  adjusting  to  the  large 
additions  to  productive  capacity  made  in  the  past  few  years,  it  is  well  to  view 
our  economic  prospects  in  a  longer  perspective  and  to  consider  some  of  the 
sources  of  our  strength. 

There  are  good  reasons  for  confidence  that  a  vigorous  expansion  of  our 
economy  can  be  sustained  over  the  years.  Our  domestic  market  for  goods 
and  services  has  about  doubled  every  quarter  of  a  centurv',  and  we  should 
do  at  least  as  well  in  the  next  25  years.  The  needs  and  wants  of  our  growing 
population  will  continue  to  enlarge  markets  for  output.  To  keep  pace  with 
expanding  requirements.  State  and  local  outlays  must  continue  rising  at 
some  such  rate  as  the  recent  $3  billion  a  year.  Research  and  technological 
developments  are  opening  up  vast  new  fields  for  profitable  investment. 
World-wide  economic  development  can  enlarge  foreign  markets  for  our 
products.  The  annual  personal  savings  of  Americans,  which  are  close  to 
$20  billion,  and  the  strength  of  our  financial  institutions,  will  help  attain 
the  economic  capacity  necessary  to  meet  these  growing  requirements. 

The  latest  challenge  of  international  communism  will  require  a  further 
increase  in  the  economic  claims  of  national  security,  which  are  already  heavy. 
If  we  follow  suitable  private  and  public  policies,  this  challenge  can  be  met 
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without  distorting  our  economy,  or  destroying  the  freedoms  that  we  cherish. 
Whatever  our  national  security  requires,  our  economy  can  provide  and  we 
can  afford  to  pay. 

The  Challenge  to  Economic  Policies 

A  realistic  appraisal  of  our  economic  prospects,  though  it  warrants  con¬ 
fidence,  also  requires  that  we  acknowledge  an  unfavorable  feature  of  recent 
economic  developments.  In  1957,  our  gross  national  product  rose  5  fiercent, 
but  four-fifths  of  this  increase  was  accounted  for  by  rising  prices. 

I'here  are  critical  questions  here  for  business  and  labor,  as  well  as  for 
Government.  Business  managements  must  recognize  that  price  increases 
that  are  unwarranted  by  costs,  or  that  attempt  to  recapture  invesment  outlays 
too  quickly,  not  only  lower  the  buying  power  of  the  dollar,  but  also  may  be 
self-defeating  by  causing  a  restriction  of  markets,  lower  output,  and  a  nar¬ 
rowing  of  the  return  on  capital  investment.  The  leadership  of  labor  must 
recognize*  that  wage  increa.ses  that  go  bt'vond  over-all  productivity  gains  are 
inconsistent  with  stable  prices,  and  that  the  resumption  of  economic  growth 
can  be  slowed  by  wage  increases  that  involve  either  higher  prices  or  a  further 
narrowing  of  the  margin  between  prices  and  costs.  Government,  for  its  part, 
must  use  its  fjowers  to  help  keep  our  economy  stable  and  to  encourage  sound 
economic  growth  with  reasonably  stable  prices. 

The  resumption  and  maintenance  of  economic  growth  promise  greater 
economic  capability  for  meeting  the  Nation’s  needs.  If  this  opportunity 
is  to  be  fully  realized,  however,  growth  must  take  the  form  of  increases  in 
real  output,  accompanied  by  a  stable  price  level.  This  can  b<'  achieved  if 
weight  is  given  to  long-run  as  well  as  short-run  considerations  in  policies 
and  practices  that  affect  our  economic  welfare.  It  can  be  guaranteed  by 
a  public  opinion  that  is  alert  to  the  consequences  of  wrong  policies  and 
insists  on  policies  which  will  yield  economic  growth  without  inflation. 


Measures  to  Help  Attain  Economic  Goals 

A  legislative  program  is  presented  in  this  Report  to  help  solve  urgent 
problems  that  confront  the  Nation  today,  foster  a  resumption  of  growth, 
and  build  stronger  foundations  for  economic  advances  in  the  years  ahead. 
Fiscal  policies  are  recommended  to  meet,  within  the  framework  of  a  budget 
in  which  expected  revenues  are  adequate  to  cover  projected  expenditures, 
the  Nation’s  needs  for  strengthened  defenses,  for  the  improvement  of  our 
position  in  science  and  education,  and  for  other  essential  activities.  Legis¬ 
lation  is  proposed  to  increase  the  effectiveness  of  the  Federal  Government’s 
credit  programs  and  its  programs  for  the  insurance  and  guaranty  of  private 
credits;  to  widen  and  strengthen  our  economic  ties  with  other  nations;  to 
foster  adjustments  intended  to  bring  agricultural  production  into  line  with 
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commercial  demands  and  reduce  the  fiscal  burden  of  price-support  pro¬ 
grams;  to  give  individuals  greater  protection  against  economic  hardships, 
promote  integrity  in  labor-management  relationships,  and  improve  indus¬ 
trial  relations;  to  enhance  the  competitive  character  of  our  private  enter¬ 
prise  system;  and  to  strengthen  the  economic  position  of  small  businesses. 

Favorable  consideration  of  this  program  will  materially  enlarge  the 
Nation’s  capacity  to  meet  present  challenges  and  to  achieve  sustainable 
economic  growth  and  improvement  in  the  years  ahead. 

Dwight  I).  Eisenhower. 
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Chapter  1 

Economic  Goals  and  Policies  in  a  Free  Society 


DEV^ELOPMENTS  in  1957  illustrate  how  rapidly  changes  can  occur 
in  the  problem  of  maintaining  growth  with  reasonable  stability  of 
prices  in  a  dynamic,  free  enterprise  economy.  Production,  employment,  and 
income  were  high,  but  tended  to  decline  somewhat  toward  the  year’s  end. 
During  much  of  the  year,  a  rise  in  the  consumer  price  index  accompanied  a 
slowing  down  in  the  rate  of  growth  of  national  output.  Small  increases  in 
the  price  index  continued  even  after  industrial  production  and  employment 
had  turned  downward  and  inflationary  pressures  had  been  substantially 
diminished.  In  recent  months,  fresh  challenges  have  arisen;  to  strengthen 
our  defenses;  to  improve  our  position  in  science  and  education;  and  to  unite 
our  efforts  more  effectively  with  those  of  other  countries  for  the  achievement 
of  security,  freedom,  and  improvements  in  material  welfare. 

These  changes,  compressed  into  a  short  time  span,  underscore  the  need 
for  a  balanced  conception  of  national  economic  goals,  if  private  and  public 
policies  and  programs  are  to  serve  all  our  people  and  advance  the  long-run 
as  well  as  the  immediate  interests  of  the  Nation.  We  cannot  say  that  we 
have  only  one  goal,  unless  it  is  to  advance  the  general  welfare.  Sustainable 
and  balanced  growth  in  our  economy  is  needed  to  assure  our  defenses,  to 
satisfy  our  growing  wants,  and  to  enable  us  to  assist  healthy  expansion 
and  improvement  in  other  economies  of  the  free  world.  Also,  we  seek  to 
hold  economic  fluctuations  within  narrow  limits,  to  maintain  a  reasonably 
stable  price  level,  and  to  avoid  deflationary  as  well  as  inflationary  develop¬ 
ments.  .\nd  we  insist  on  striving  for  these  goals  within  a  framework  of 
free  competitive  institutions. 

To  achieve  a  proper  balance  among  these  sometimes  conflicting  objectives 
is  a  difficult  task.  Success  requires  an  understanding  by  all  of  us  of  our 
national  economic  objectives  and  of  private  and  public  responsibilities  for 
helping  achieve  them.  Accordingly,  this  chapter  is  devoted  to  a  statement 
of  these  objectives  and  a  brief  review  of  the  steps  taken  during  the  year  to 
attain  them. 

Economic  Growth 

Confidence  that  economic  growth  and  improvement  within  a  framework 
of  free  institutions  are  feasible  national  goals  is  evidenced  by  the  stress 
which  the  Employment  Act  of  1946  places  on  “maximum  production. 
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t-mploymcnt,  and  purchasing  power.”  The  record  of  the  12  years  that  have 
elapsed  since  the  Employment  Act  was  passed  has  abundantly  justified  this 
confidence  and  clearly  demonstrated  the  strength  of  the  forces  that  make 
for  growth  in  a  free  economy.  A  rising  national  output  has  enabled  us  to 
make  up  arrears  that  accumulated  during  the  War.  Most  of  the  heavy 
requirements  arising  from  the  increase  in  our  population  and  the  persistently 
expanding  needs  and  wants  of  our  people  are  being  met.  We  are  also 
fulfilling  greatly  enlarged  world  responsibilities. 

The  aggregate  of  goods  and  services  produced  today  is  nearly  one  and  a 
half  times  what  it  was  when  the  Employment  Act  was  passed.  This  is  an 
average  rate  of  economic  growth  of  percent  a  year.  There  are  10  mil¬ 
lion  more  civilian  jobs  now  than  there  were  in  1946.  More  than  $350 
billion  of  private  funds  have  been  devoted  since  then  to  the  expansion  and 
modernization  of  productive  facilities.  In  addition,  huge  investments  have 
been  made  in  housing,  schools,  hospitals,  roads,  and  other  private  and  public 
improvements. 

The  use  of  these  vast  resources  to  increase  our  productive  capacity  and 
our  fixed  public  and  private  assets  has  been  accompanied  by  a  sustained 
advance  in  current  consumption.  The  output  of  consumer  goods  and 
ser\’ices  is  40  percent  higher  today  than  it  was  in  1946.  The  increase 
over  the  fjeriod  has  averaged  about  3  percent  a  year. 

In  short,  our  economy  has  exhibited  a  remarkable  capacity  for  sustained 
and  balanced  growth.  The  American  people  and  the  free  enterprise 
system  have  responded  well  to  the  challenges  of  our  increasing 
requirements. 

These  challenges  continue.  In  some  important  respects  they  have  be¬ 
come  greater.  Despite  our  utmost  efforts,  international  tensions  persist. 
This  hard  fact  emphasizes  the  need  for  a  sound  and  growing  economy 
to  assure  our  defenses.  The  national  security  burden  carried  by  our 
economy  is  a  heavy  one,  claiming  about  10  percent  of  our  national 
output.  We  do  not  abandon  hope  for  arrangements  under  which  less  of 
our  own  and  of  the  rest  of  the  world’s  resources  can,  with  safety,  be  devoted 
to  military  preparedness.  But  pending  measurable  progress  in  these  efforts, 
Americans  will  not  shrink  from  the  task  of  defending  our  freedoms,  what¬ 
ever  the  necessary  cost. 

A  sound  and  growing  economy  is  needed  also  to  meet  the  requirements 
of  our  expanding  population.  There  are  32  million  more  Americans  now 
than  at  the  end  of  World  War  II,  and  the  number  is  increasing  at  the  rate 
of  about  3  million  a  year.  Heavy  economic  requirements  are  implied  by  this 
increase.  A  huge  expansion  of  educational  personnel  and  physical  facili¬ 
ties  will  be  required  to  train  increasing  numbers  of  students  for  the  higher 
level  of  technology  on  which  our  security  and  welfare  depend.  Our 
larger  population  will  also  require  increased  facilities  for  the  production 
and  distribution  of  goods  and  services,  and  for  health  and  recreation. 
Production  must  expand  as  fast  as  population  merely  to  maintain  our 
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present  consumption  standards.  Even  higher  rates  will  be  necessary 
as  these  standards  rise. 

Apart  from  our  civilian  and  defense  requirements,  economic  growth  is 
needed  to  help  meet  our  exj)anded  international  responsibilities.  These 
include  the  provision  of  public  and  private  capital  to  assist  economic  de¬ 
velopment  abroad,  as  well  as  military  and  economic  aid  to  countries  asso¬ 
ciated  with  us  in  the  common  defense  effort. 

Although  the  rate  of  economic  growth  that  is  best  suited  to  the  Nation’s 
capacity  and  requirements  cannot  be  stated  precisely,  the  low  current 
rate  would  clearly  be  unsatisfactory  as  a  continuing  condition.  VVe 
must  always  be  alert  to  question  the  adequacy  of  the  rate  of  economic 
growth  and  to  ^'onsider  whether  further  encouragement  and  incentives  are 
needed,  and  if  so  how  best  to  provide  them.  Yet  we  must  be  continuously  on 
guard  against  resort  to  measures  that  might  provide  a  spurt  in  activity  at 
the  cost  of  impairing  the  long-run  health  of  the  economy. 

Economic  Stability 

When  the  Employment  Act  was  being  considered  in  the  Congress,  fears 
were  expressed  that  the  transition  from  war  to  peace  would  entail  serious 
economic  dislocation  and  abnormally  high  unemployment.  Actually, 
the  transition  was  made  with  relatively  little  contraction  in  pro¬ 
duction,  employment,  or  income,  despite  the  large  reductions  in  national 
security  expenditures.  The  supporters  of  the  legislation  were  also  mindful 
of  the  waste  of  resources  which  economic  fluctuations  had  occasioned  in  the 
past.  The  Council  of  Economic  Advisers  was  accordingly  directed  by  the 
Employment  Act  to  develop  and  recommend  to  the  President  national  eco¬ 
nomic  policies  “to  avoid  economic  fluctuations  or  to  diminish  the  effects 
thereof.” 

Economic  stability  as  an  aim  of  national  policy  clearly  means  more  than 
fostering  the  maintenance  of  production,  employment,  and  income  at  con¬ 
stant  levels.  Extended  lapses  from  normal  rates  of  growth  must  be  resisted 
and  their  effects  diminished  where  possible.  And  every  effort  should  be 
made  to  moderate  surges  that  go  beyond  rates  of  growth  that  can  be  sus¬ 
tained  over  longer  periods.  Such  surges  often  involve  increases  in  limited 
sectors  of  the  economy  that  cannot  be  sustained  and  that  may  lead  to  serious 
imbalances.  The  proper  objective  of  national  economic  policy,  to  the 
achievement  of  which  private  as  well  as  public  actions  must  contribute,  is 
to  strive  to  limit  fluctuations  in  the  rate  of  over-all  economic  growth  to  a 
relatively  narrow  range  around  a  rising  trend. 

Because  our  economy  responds  to  forces  and  conditions  that  arc  continu¬ 
ally  changing  in  intensity  and  character,  economic  growth  will  inevitably 
proceed  at  a  somewhat  uneven  pace.  The  high  rate  of  economic  growth 
that  occurs  when  ground  lost  during  a  recession  is  being  recovered  cannot 
continue  indefinitely.  When  economic  resources  are  close  to  being  fully 
used,  even  though  there  may  be  slack  in  some  sectors  of  the  economy,  expan- 
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sion  normally  proceeds  at  a  slower  pace.  Efforts  to  accelerate  growth 
under  these  conditions  may  succeed  only  in  generating  inflationary  pressures. 

When  readjustments  are  being  made,  with  some  sectors  of  the  economy 
remaining  unchanged  or  contracting  while  others  are  expanding,  over-all 
economic  activity  may  show  no  growth  for  a  time,  or  may  even  recede 
slightly.  The  establishment  of  a  new  balance  which  such  a  readjustment 
entails  is  often  an  essential  phase  in  the  operation  of  a  dynamic  enterprise 
system.  It  is  the  means  by  which  the  economy  corrects  previous  excesses 
and  prepares  for  resumption  of  over-all  growth.  Through  its  economic 
policies  and  programs.  Government  can  help  achieve  this  improved  balance 
and  speed  the  resumption  of  sound  economic  growth. 

Price  Stability 

A  clear  responsibility  rests  on  Government  to  pursue  policies  that  will 
help  prevent  inflation,  .\lthough  the  harmful  consequences  of  inflation 
spread  widely  through  the  economy,  they  fall  with  unequal  severity  on  dif¬ 
ferent  individuals  and  on  different  economic  sectors.  Some  fjersons  may 
obtain  an  increase  in  money  income  that  is  greater  than  the  increase  in  living 
costs,  while  others  may  fail  to  do  so.  Some  industries  may  be  in  a  better 
piosition  than  others  to  adjust  prices  promptly  to  rising  costs.  As  a  result, 
the  relative  economic  positions  of  individuals  and  of  different  industries  may 
be  altered,  sometimes  in  ways  that  harm  the  national  welfare  by  lessening  in¬ 
centives  to  enter  certain  essential  vocations  and  by  impeding  the  flow  of 
resources  into  important  sectors  of  industry.  Similarly,  although  the  in¬ 
vestment  income  of  some  individuals  may  rise  during  an  inflationary  pieriod, 
that  of  others,  and  frequently  the  great  majority  of  those  who  have  only- 
modest  savings,  does  not  increase  at  all.  Consequently,  persons  in  the  latter 
group  suffer  a  decline  in  the  value  of  the  income  received  and  a  diminished 
purchasing  jxiwer  of  their  savings  when  repaid.  The  effect  is  to  reduce 
the  incentive  to  save,  which  tends  to  dry  up  one  of  the  major  sources 
of  capital  upion  which  maximum  employment  and  economic  growth  depend. 
Furthermore,  price  inflation  directs  activities  into  speculative  channels  and 
distorts  private  and  public  obligations  and  contracts  that  are  expressed  in 
fixed  dollar  amounts.  Finally,  changes  in  the  value  of  money  disrupt  inter¬ 
national  trade  and  financial  relations.  In  these  and  other  ways,  inflation 
weakens  our  capacity  to  achieve  and  sustain  balanced  economic  growth. 

The  task  of  restraining  price  inflation  is  a  continuing  one  for  a  free  society 
expieriencing  high  production,  employment,  and  incomes  over  long  periods. 
In  such  a  society,  pressure  on  prices  may  arise  from  a  number  of  sources. 
One  is  the  rapid  increase  and  concentration  of  demands  on  scarce  skills  and 
resources  and  on  output  which  is  limited  by  capacity.  Another  is  the  ex¬ 
uberance,  even  imprudence,  of  some  individuals  and  businesses  during  good 
times  in  making  commitments  that  assume  continual  inflation  in  prices. 
Still  another  is  the  exercise  of  economic  power  by  individuals  and  groups 


4 


t 


favored  by  temporary  conditions  or  by  their  place  in  the  Nation’s  productive 
system. 

We  must  learn  to  conduct  our  economic  affairs  in  ways  that  will  harness 
the  expansionary  forces  of  our  free  economy  for  the  increase  of  our  national 
strength  and  well-being,  and  must  prevent  these  forces  from  finding  expres¬ 
sion  in  a  depreciation  in  the  value  of  our  money.  This  task  entails  heavy 
responsibilities  for  private  individuals  and  groups,  and  for  Government,  to 
pursue  policies  that  will  assure  that  economic  expansion  provides  an  increase 
in  real  output  and  does  not  consist  merely  of  larger  money  values  reflecting 
higher  prices.  A  strong  and  growing  economy  is  needed  for  our  national 
security,  for  meeting  the  needs  of  our  expanding  population,  and  for  im¬ 
proving  our  level  of  living.  Reasonable  stability  of  prices  is  needed  also,  for 
reasons  of  equity  and  as  a  condition  for  sustaining  economic  growth.  Failure 
to  achieve  these  goals  would  court  the  danger  of  controls  incompatible  with 
our  way  of  life  which  would  eventually  imp)ede  advances  in  our  economic 
welfare. 


Free  Competitive  Enterprise 

The  productiveness  of  the  American  economy  derives  from  its  reliance  on 
private  enterprise  and  on  the  incentives  and  oppiortunities  which  such  a 
system  supplies  for  the  development  and  use  of  individual  talents  and  ener¬ 
gies.  Initiative  and  efficiency  are  stimulated  and  rewarded  through  the 
market  place;  pressures  are  exerted  to  remedy  inefficiencies;  and  economic 
resources  tend  to  be  used  in  accordance  with  the  preferences  of  consumers. 
This  way  of  organizing  production  and  consumption  both  encourages  vigor¬ 
ous  economic  growth  and  reinforces  our  freedoms  in  the  political  and  social 
spheres.  Thus,  the  strengthening  of  free  competitive  enterprise  not  only  is 
a  means  for  promoting  economic  growth  but  also  is,  in  itself,  a  major  ob¬ 
jective  of  piolicy. 

This  view  was  held  by  the  authors  of  the  Employment  Act,  who  made 
it  explicit  that  Government,  in  seeking  to  achieve  maximum  production, 
employment,  and  purchasing  power,  should  do  so  “in  a  manner  calculated 
to  foster  and  promote  free  compietitive  enterprise.”  Accordingly,  in  our 
efforts  to  achieve  economic  growth  and  at  the  same  time  to  avoid  price  in¬ 
flation,  we  place  reliance  on  measures  that  involve  a  minimum  of  direct 
intervention  in  the  affairs  of  individuals  and  private  groupis.  The  corollary 
of  this  reliance  is  that  the  pxilicies  and  practices  of  individuals  and  private 
groups  must  contribute  to,  not  hinder,  the  achievement  of  economic  growth 
with  reasonably  stable  prices.  With  such  assistance  toward  making  the 
joint  effort  a  succt^ss,  pressures  for  direct  Government  controls  are  averted. 

Economic  Change  and  Shifts  in  the  Emphasis  of  Policy 

No  one  goal  alone  provides  a  complete  guide  to  public  policy  in  economic 
matters.  In  an  economy  where  changes  are  as  rapid  and  far-reaching  as 
those  which  occur  in  ours,  the  accent  of  piolicy  shifts  according  to  the  logic 
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of  events.  At  times  the  emphasis  may  be  mainlv  on  the  containment  and 
reduction  of  inflationar)’  pressures,  which  has  been  the  case  during  much  of 
the  period  since  1955.  At  other  times,  as  at  present,  the  accent  may  properly 
be  placed  on  encouraging  orderly  readjustment  within  the  economy  and 
facilitating  the  resumption  of  economic  growth.  M  all  times,  policy  must 
be  capable  of  responding  to  unusual  demands,  such  as  those  that  have  been 
felt  recently  as  a  result  of  international  developments. 

Economic  Policies  in  1957 

In  1957,  piolicy  had  to  copie  with  important  changes  in  the  economy. 
The  paramount  task  during  much  of  the  year  was  to  restrain  inflationary 
tendencies.  However,  as  the  year  developed,  these  tendencies  diminished 
in  strength.  Current  demand  failed  to  keep  pace  with  growing  industrial 
capacity  in  a  number  of  lines.  Shortages  of  goods  became  fewer  and  were 
largely  eliminated  after  the  middle  of  the  year.  Prices  of  basic  commodities 
began  to  decline  in  the  early  months,  and  the  rise  in  prices  of  finished  indus¬ 
trial  commodities  was  moderated.  The  index  of  consumer  prices,  however, 
which  had  started  to  rise  in  April  1956,  continued  upward  with  only  brief 
pauses.  In  the  late  summer,  production,  employment,  and  sales  leveled  off 
or  declined  in  a  numlx'r  of  lines;  and  as  the  year  closed,  indicators  of  over-all 
economic  activity  moved  down  in  response  to  the  using  up  of  inventories 
and  to  somewhat  lower  domestic  and  foreign  sales. 

This  shifting  of  economic  forces  called  for  adjustments  in  public  piolicies. 
For  the  first  three  quarters  of  the  year,  Federal  Reserve  operations  were 
designed  to  limit  the  expansion  of  bank  credit  and  to  hold  down  increases 
in  the  money  supply.  A  partly  seasonal  reduction  of  $1.6  billion  in  Federal 
Reserve  holdings  of  Government  securities  kept  the  reserve  position  of  mem¬ 
ber  banks  under  continuous  pressure.  The  pressure  on  reserves  induced 
member  banks,  despite  an  increased  discount  rate,  to  borrow  more  heavily 
from  the  Federal  Reserve  System.  From  April  through  mid-October, 
member  bank  borrowings  fluctuated  around  $1  billion,  and  net  free  reserves 
(the  difference  between  excess  reserves  and  member  bank  borrowings) 
remained  negative,  at  close  to  $500  million. 

These  restrictive  measures  had  a  marked  effect  on  the  money  supply  and, 
jointly  with  the  heavy  demand  for  capital  and  credit,  on  interest  rates. 
Demand  depiosits,  the  most  important  component  of  the  money  supply, 
were  virtually  the  same  at  the  end  of  1957  as  two  years  earlier.  During 
the  same  period,  the  dollar  volume  of  total  output  increased  7  piercent. 
With  demands  for  capital  and  credit  continuing  substantial,  and  the  supply 
of  funds  under  increasing  pressure,  interest  rates  rose  sharply  in  the  first 
half  of  1957.  In  August  and  September,  the  costs  of  financing  for  corpo¬ 
rations  and  State  and  local  governments  were  well  above  anything  experi¬ 
enced  for  many  years.  By  mid-October,  the  yield  on  long-term  Govern¬ 
ment  securities  had  reached  3.7S  piercent,  and  the  cost  to  the  Federal 
Government  of  its  shortest  term  borrowing  had  risen  to  3.66  percent,  the 
highest  in  24  years. 
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Federal  fiscal  policies  were  also  directed  to  restraining  inflationary  tenden¬ 
cies.  Beginnitjg  early  in  the  year,  all  Federal  expenditure  programs  were 
closely  reviewed  to  effect  economies  wherever  such  action  was  consistent 
with  essential  program  objectives.  No  general  reduction  of  taxes  was  under¬ 
taken,  and  n-ductions  in  specific  taxes — certain  excise  taxes  and  the  tax  rate 
on  corporate  income  -that  were  scheduled  to  occur  on  April  1,  1957  were 
|X)stponed.  The  Federal  budget  was  balanced  during  the  calendar  year 
1957,  and  $1.7  billion  of  debt  was  retired. 

Treasury  financing  operations  were  designed  to  help  sustain  economic 
growth  and  at  the  same  time  to  produce  a  better  debt  structure.  More 
than  $10  billion  of  the  Treasury’s  new  marketable  offerings  had  a  maturity 
in  excess  of  1  year;  Treasury  notes  varying  in  maturity  from  3  to 
5  years  were  offered  on  six  different  occasions;  and  more  than  $500  mil¬ 
lion  of  long-term  bonds  were  issued  in  October  and  again  in  December.  The 
effective  rates  of  interest  to  maturity  on  Series  E  and  H  Savings  Bonds  were 
raised  to  3 i/4  percent,  as  of  February  1,  1957,  to  encourage  saving  in  these 
forms;  sales  of  Series  J  and  K  Savings  Bonds  were  discontinued  on  April 
30,  1957,  in  view  of  the  high  rate  of  redemption  of  these  fixed-interest 
securities. 

A  number  of  steps  were  taken  to  moderate  the  impact  on  specific  sectors 
of  the  economy  of  the  general  measures  to  restrain  inflationary  tendencies. 
On  March  29,  1957,  in  two  moves  designed  to  assist  prospective  home  buy¬ 
ers,  the  Federal  Housing  Administration  (FHA)  reduced  its  minimum  down- 
payment  requirements  to  the  limit  then  permitted  by  law,  and  the  Federal 
Home  Loan  Bank  System  undertook  to  encourage  greater  mobility  of  mort¬ 
gage  funds  among  different  areas  of  the  country  by  authorizing  insured  mem¬ 
ber  institutions  to  buy  and  sell  participating  interests  of  up  to  50  pjercent  in 
home  mortgage  loans.  In  May,  the  Veterans  Administration  (VA)  began 
the  immediate  processing  of  direct  loan  applications  for  veterans  living  in 
localities  where  private  lenders  had  restricted  their  participation  in  the  VA 
Home  Loan  Guaranty  Program.  On  August  6,  FHA  reduced  downpay¬ 
ment  requirements  by  the  full  amount  authorized  by  the  Housing  Act  of 
1957  and,  in  order  to  attract  additional  funds  into  home  financing,  raised 
the  maximum  interest  rate  to  5  54  percent. 

Other  actions  were  taken  by  FHA  to  simplify  and  expedite  the  processing 
of  home  purchase  applications  in  remote  areas,  and  the  insurance  premium 
on  repair  and  modernization  loans  was  reduced.  For  the  year  as  a  whole, 
about  $1  billion  of  home  mortgages  were  purchased  by  the  Federal  Na¬ 
tional  Mortgage  Association  in  its  secondary  market  operations,  in  order  to 
relieve  particularly  acute  shortages  of  available  funds. 

Although  business  needs  for  credit  were  generally  met  well  by  banks  and 
other  private  financial  institutions,  financing  assistance  from  the  Small  Busi¬ 
ness  Administration  proved  useful  in  helping  to  satisfy  the  special  needs  of 
many  small  concerns.  During  1957,  this  agency  approved  $162  million  of 
loans,  33  percent  above  its  1956  volume. 


The  credit  fK>licy  of  the  Federal  Reserve  authorities  continued  unchanged 
until  inid-Octobt'r.  Hy  that  time,  mainly  because  of  a  fall  in  the  demand 
for  loans,  member  bank  borrowings  at  the  Federal  Res«‘rve  Ranks  Iwgan 
to  decline,  and  the  net  deficiency  of  reser\  es  gradually  fell.  All  but  one  of  the 
Federal  Reseive  Banks  n'duced  their  discount  rates  from  ‘.V/j  perct'iit 
to  3  percent  between  November  I.")  and  November  29,  initiating  a  d<‘cline 
in  interest  rates  and  bond  yields.  A  further  absorption  of  the  net  n'serve 
deficiency  cHcurred  in  December.  In  the  last  week  of  the  year,  excess 
reserves  were  greater  than  member  bank  borrowings  by  $74  million.  Interest 
rates  and  bond  yields  had  returned  to  approximately  the  levels  reached  in 
late  19.‘i6  and  early  19.'i7. 

Incn'asing  the  availability  and  lowering  the  cost  of  credit  are  measures 
that  help  moderate  a  decline  in  business  investment.  I  hey  also  jx’rmit 
capital  outlays  by  State  and  local  governments  that  might  not  otherwise  be 
feasible.  Largely  through  their  impact  on  the  yields  available  on  corporate 
securities  and  Government  obligations,  they  widen  the  spread  between  the 
return  on  home  mortgages  and  on  competing  uses  of  funds.  I'hey  tend 
thereby  to  make  financing  more  readily  available  for  home  construction  and 
purchase  and  to  promote  a  higher  level  of  building  activity.  'I'heir  effective¬ 
ness  in  this  connection  was  strengthened  in  January  19.')8  by  actions  taken 
by  Federal  housing  and  home  financing  agencies.  The  Federal  Housing 
Administration  announced  the  rescinding  of  a  rule,  adopted  in  April  19.').') 
as  an  anti-inflationary  measure,  that  prohibited  the  inclusion  of  closing 
costs  in  the  maximum  insurable  amount  of  home  mortgage  loans.  FHA  also 
announced  certain  changes  in  the  p<*rmissiblc  discounts  on  insured  mort¬ 
gage  loans,  calculated  to  make  funds  more  readily  available  in  areas  of  the 
countiA’  still  experiencing  a  relative  scarcity  and  to  bring  the  yield  on  insured 
mortgage  investments  more  nearly  into  alignment  with  market  rates  in  areas 
having  more  adequate  supplies.  At  the  same  time,  the  prices  at  which  the 
Federal  National  Mortgage  Association  buys  mortgages  were  adjusted,  also 
to  increase  the  availability  of  funds  for  home  construction  and  purchase. 

In  1957,  steps  were  taken  to  expt'dite  activity  in  certain  Federal  construc¬ 
tion  programs  involving  no  direct  capital  charge  on  the  budget,  and  to 
accomplish  a  needed  expansion  of  the  military  housing  program.  These 
moves  were  made  with  full  realization  of  the  fact  that  resources  of  labor 
and  materials  in  some  parts  of  the  economy  continued  relatively  short, 
particularly  in  construction,  and  that  a  sharp  increase  in  demand  might 
result  in  further  increases  in  costs  and  prices.  For  this  reason,  they  were 
taken  cautiously,  to  avoid  reviving  inflationary  pressures  in  the  face  of 
enlarged  national  security  requirements.  At  the  turn  of  the  year,  the 
economy  was  beginning  to  feel  the  effects  of  an  acceleration  of  the  place¬ 
ment  of  defense  contract  awards,  prompted  by  the  need  to  move  forward 
quickly  with  programs  essential  to  the  strengthening  of  the  Nation’s  defenses. 

Events  in  1957  show  how  important  it  is  for  private  and  public  policies 
and  practices  to  complement  each  other  as  we  seek  to  achieve  economic 
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growth  with  rrasonahh*  stability  of  prices.  Decisions  which  give  rise  to 
wage  increases  generally  in  exc«*ss  of  iniprov(‘rnents  in  productivity,  or  to 
price  increases  that  typically  go  b«*yond  increases  in  costs,  make  this  task 
more  difficult.  If  fiscal  and  credit  {K)licies  are  suffi(  iently  stern  to  keep  the 
price  level  from  lising,  there  are  risks  of  economic  dislocation,  an  unneces¬ 
sarily  slow  rate  of  economic  growth,  and  extreme  and  inequitable  pressures 
on  some  who  are  not  themselves  contributors  to  the  inflation  of  costs  and 
pric«‘s.  On  the  other  hand,  if  economically  unwarranted  increa.ses  in  wage 
rates  or  prices  are  validated  by  credit  and  fiscal  policies,  a  persistent  decline 
in  the  value  of  the  dollar  results. 

Neither  of  these  is  an  acceptable  alternative,  and  neither  is  consistent 
with  sustainable  expansion  of  the  economy.  The  conclusion  is  inescapable 
that,  if  we  are  to  have  orderly  and  ad<*quately  rapid  growth  in  the  economy, 
our  wage-making  and  price-making  arrangements  must  produce  results 
consist«'nt  with  a  reasonably  stable  price  level.  They  must  do  so  within  a 
free  compr'titive  economy.  Freedom,  including  economic  freedom,  requires 
self-discipline.  If  important  groups  ignore  this  truth,  the  alternatives  are 
either  an  economy  damaged  by  inflation  or  controls  that  are  incompatible 
with  our  free  comp<*titive  institutions. 
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Chapter  2 

The  American  Economy  in  1957 

I  HE  YEAR  1957  was  a  prosperous  one,  despite  the  decline  in  the 
final  quarter.  Economic  expansion  continued,  though  at  a  lower  rate. 
Production,  employment,  and  income  again  attained  record  levels.  For 
the  year  as  a  whole,  gross  national  product  amounted  to  $434  billion  and 
personal  income  to  $343  billion,  both  some  5  percent  above  1956.  Civilian 
employment  increased  by  300,000,  and  the  annual  average  of  unemployment 
showed  little  change  from  1956  (Table  1 ) . 


Table  1. — Changes  in  employment,  income,  and  production,  1955-57 


i  Percentage  chanye 

Item 

1955 

19.56 

1957' 

1955  to 

19.56  to 

1956 

1957' 

Millions  of  persons 

EMPLOYMENT  > 

Civilian  labor  force  • . 

65.8 

67.5 

67.9 

1  2.6 

0.6 

Employment . 

Nonafrricultural . 

62.9 

64,7 

6.5.0 

2.8 

.5 

.56.2 

.58.  1 

58.8 

3  4 

1.  1 

Agricultural . 

6.7 

6.6 

6.2 

-2.2 

-.5.3 

Unemployment . 

2.9 

2.8 

2.9 

-2,  8 

4.0 

Employees  In  nonaftricultural  establishments  < . 

50.  1 

.51.9 

52  6 

3.6 

13 

MwufacturinK . 

16.6 

16  9 

16.8 

i  2,' 

-.6 

N'onmanufacturinf! . 

33  5 

35.0 

35.8 

!  4.4 

2  2 

Billions  of  dollars 

INCOME 

Personal  income  dLsbursements  • . 

311. 1 

332.6 

349.7 

6.9 

5.  1 

Disposable  personal  Income  • . 

270.2 

287.  2 

300  0 

6  3 

4  5 

Corporate  profits  and  depreciation . 

57.  9 

60.0 

60.  7 

3.6 

1.  2 

CorTOrate  profits: 

Before  taxes . 

42  5 

43  0 

42.0 

1.2 

-2.3 

After  taxes . 

21.0 

21.0 

20.6 

.0 

-19 

PRODUCTION 

Gross  national  product  (1957  prices) . 

417.4 

430  3 

433.9 

3  1 

.8 

1947-40«100 

Industrial  production . 

139 

143 

14.1 

2.9 

.0 

*  Preliminary. 

*  Percentaf^e  chanf;es  based  on  unrounded  data. 

»  Bureau  of  the  Census  data  (new  deflnltlons).  See  Table  F-17. 

*  Bureau  of  Labor  Statistics  data.  See  Table  F-22  for  definition. 

*  Total  personal  Income  plus  personal  contributions  for  social  Insurance. 

*  Total  personal  income  less  personal  taxes. 

Sources:  Department  of  Commerce,  Department  of  Labor,  Board  of  Governors  of  the  Federal  Reserve 
System,  and  Council  of  Economic  Advisers. 
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The  decline  which  became  apparent  in  the  last  quarter  of  the  year  in 
our  broadest  measures  of  economic  activity  followed  an  unusually 
long  period  of  expansion.  Beginning  in  1954,  business  activity  was  carried 
upward  by  large  increases  in  demand,  first  in  one  part  of  the  economy 
and  then  in  another.  The  expansion  was  launched  by  rapidly  increasing  out¬ 
lays  for  residential  construction,  and  late  in  1954  there  w’as  an  upsurge  of 
demand  for  new  automobiles.  As  the  force  of  these  demands  began  to  wane 
in  mid- 1955,  an  enormous  increase  in  business  expenditures  for  new  plant 
and  equipment  emerged,  reinforced  by  a  heav7  accumulation  of  inventories. 
In  late  1956  and  early  1957,  as  plant  and  equipment  expenditures  began  to 
level  off,  national  security  exjjenditures  increased,  and  exports  rose  sharply, 
sustaining  the  advance.  But  demands  were  being  somewhat  moderated  by 
a  reduction  in  the  rate  of  increase  of  inventories,  and  the  over-all  rate 
of  expansion  was  clearly  slowing  down.  The  rise  of  expenditures  and  in¬ 
comes  in  the  latter  part  of  1956  and  most  of  1957  was  largely  matched 
by  an  increase  in  prices.  The  physical  output  of  goods  and  services  rose 
only  slightly,  and  throughout  1957  industrial  output  remained  below  the 
peak  registered  in  December  1956  (Chart  1). 

CHART  1 


Output  of  the  Economy 

Total  output  of  90ods  and  services  decreased  in  late  1957. 
Industrial  production  be3an  to  decline  earlier  and  fell  rather 
sharply  in  the  closing  months  of  the  year. 
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By  mid-summer  the  balance  of  economic  forces  had  shifted,  though 
expenditures  of  State  and  local  governments  continued  to  increase  and 
outlays  on  residential  construction  began  to  move  upward.  Business  ex¬ 
penditures  on  plant  and  equipment  declined  slightly  in  the  final  quarter 
of  the  year.  The  sharp  advance  in  national  security  outlays  ended  in  the 
second  quarter,  and  experts  decreased.  A  curtailment  of  orders  for  new 
equipment  and  generally  cautious  business  p)olicies  had  reduced  the  accumu¬ 
lation  of  inventories  to  an  annual  rate  of  $1  billion  in  the  first  three  quarters 
of  the  year;  in  the  final  quarter  inventories  were  being  reduced,  on  balance, 
at  an  annual  rate  of  $3  billion,  or  possibly  more,  as  the  further  decline  in 
sales  and  the  decrease  in  backlogs  of  unfilled  orders  led  to  curtailed  produc¬ 
tion  schedules.  With  employment  and  incomes  reduced  slightly,  sales  at 
retail  leveled  off  and  then  declined.  Reflecting  these  movements,  gross 
national  product  was  at  a  rate  of  $433  billion  in  the  fourth  quarter  of  the 
year,  about  1  '/a  percent  below  the  $439  billion  reached  in  the  third  quarter. 

Shifts  in  the  Major  Components  of  Demand 

The  pattern  of  economic  developments  during  the  year  was  shaped 
largely  by  the  shifts  in  three  major  components  of  demand — business  outlays 
on  plant  and  equipment,  exports,  and  government  expenditures.  Im¬ 
portant  changes  occurred  also  in  construction  expenditures  and  the  man¬ 
agement  of  business  inventories  (Chart  2).  These  shifts  in  demand, 
through  their  impact  on  production  and  employment,  and  thus  on  incomes, 
in  turn  affected  the  expenditures  of  consumers,  the  ultimate  demand  in  our 
economy. 

Business  Outlays  on  Plant  and  Equipment 

The  increase  in  business  outlays  on  plant  and  equipment  from  the  first 
quarter  of  1955  to  the  third  quarter  of  1957  was  of  boom  proportions, 
amounting  to  almost  50  percent.  The  gains  in  some  industries  were  par¬ 
ticularly  large.  Railroads  more  than  doubled  their  capital  outlays.  Ex¬ 
penditures  by  manufacturers  of  durable  goods  increased  by  nearly  75 
jjercent.  New  business  was  placed  with  producers  of  capital  goods  at  such 
a  pace  that,  even  with  production  at  capacity  limits,  backlogs  of  unfilled 
orders  became  extremely  large.  The  pressure  of  demand  in  this  sector 
of  the  economy  was  further  increased  as  manufacturers  of  investment  goods 
and  their  suppliers  expanded  their  working  inventories. 

But  in  the  second  half  of  1956  unfilled  orders  of  producers  of  investment 
goods  rose  more  slowly,  and  by  the  end  of  the  year  the  major  expansive  in¬ 
fluence  of  investment  spiending  had  subsided.  New  orders  received  and  the 
volume  of  unfilled  orders  began  to  fall.  Expenditures  on  capital  goods  by 
most  industries  continued  to  rise  through  the  first  three  quarters  of  1957, 
but  they  declined  moderately  toward  the  year’s  end.  For  the  year  as  a 
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CHART  7 


Shifts  in  Major  Components  of  Demand 

Business  fixed  investment  leveled  off  in  1957,  and  the  rate  of 
inventory  accumulation  declined.  Federal  outlays,  after  rising  for 
a  year,  were  reduced  m  the  second  half  of  1957. 
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whole,  business  expenditures  for  new  plant  and  equipment  were  more  than 
in  any  previous  year  and  6  percent  more  than  in  1956.  When  adjustment 
is  made  for  higher  prices,  however,  it  appears  that  there  was  no  incn*ase 
after  the  turn  of  the  year  in  the  rate  of  installation  of  plant  and  equipment. 

Exports 

Exports  were  a  second  major  force  in  the  expansion  of  the  American 
economy  to  mid- 1957,  and  also  a  contributor  to  the  downward  movement 
in  the  latter  part  of  the  year.  Exports  of  goods  and  services  increased  swiftly 
from  early  1956  to  the  hrst  quarter  of  1957,  partly  because  of  special  cir¬ 
cumstances,  including  the  extra  demand  for  United  States  petroleum  gen¬ 
erated  by  the  temporary  disruption  of  normal  shipments  via  the  Suez  C'anal. 
Later  in  the  year,  however,  these  special  forces  subsided.  The  demand  for 
exp)orts  was  also  reduced  by  a  slowing  down  in  the  rate  of  economic  expansion 
abroad  and  by  foreign  exchange  difficulties  in  a  number  of  countries.  As 
a  result  exports  declined  in  the  autumn.  Imports,  on  the  other  hand,  showed 
little  change  from  the  high  level  reached  in  1956.  Exports  remained 
higher  than  imports,  but  by  a  reduced  margin.  By  the  end  of  the  year, 
net  foreign  investment,  which  reflects  mainly  this  relation,  was  $1/2-2  bil¬ 
lion  lower,  at  an  annual  rate,  than  at  the  beginning  of  the  year. 

Government  Expenditures 

A  third  major  force  affecting  economic  developments  was  a  change  in 
purchases  of  goods  and  services  by  Federal,  State,  and  local  governments. 
The  total  of  these  outlays  rose  $7/j  billion  between  mid- 1956  and  mid- 1957, 
with  60  percent  of  the  increase  reprt'senting  higher  Federal  spending  for 
national  security  purposes.  This  increase  in  Federal  expenditures  was 
accompanied  by  a  large  rise  in  employment  and  inventories  in  the  industries 
immediately  affected,  notably  aircraft.  After  the  middle  of  the  year,  how¬ 
ever,  military  procurement  outlays  and  awards  of  new  contracts  were  re¬ 
duced,  and  total  Federal  purchases  declined  moderately.  A  rise  of  about 
$3  billion  in  the  total  of  social  security  outlays,  other  transfer  payments,  and 
interest  on  the  public  debt  further  increased  total  Government  cash  outlays 
to  the  public  in  1957  and  supplemented  consumer  incomes. 

State  and  local  governments  continued  to  increase  their  outlays  on  con¬ 
struction  and  on  goods  and  services,  adding  $3  billion  in  1957  to  their 
over-all  rate  of  expenditures.  Such  outlays  on  construction,  including  work 
done  with  Federal  assistance,  were  9  percent  more  than  in  1956.  There 
were  substantial  increases  in  the  construction  of  schools,  highways,  hospitals, 
and  sewerage  and  water  systems.  These  outlays  were  continuing  upward 
at  the  end  of  the  year. 

Construction  Expenditures 

The  long  upward  movement  in  total  construction  expenditures  continued 
in  1957.  Although  there  was  some  decline  in  outlays  on  residences  in  the 
hrst  half  of  the  year,  continuing  a  movement  which  had  started  early  in 
1955,  this  trend  was  later  reversed.  Fewer  dwelling  units  were  started  in 
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1957  than  in  1956,  but  in  the  second  half  of  the  year  home  building  was 
going  forward  at  a  rate  only  slightly  below  that  of  1956.  A  considerable 
part  of  the  upturn  in  residential  building  activity  was  in  the  construction 
of  apartment  dwellings,  a  sector  of  the  industry  that  had  been  relatively 
inactive  for  a  few  years. 

rhe  year  witnessed  a  sharp  increase  in  private  institutional  building, 
for  which  outlays  rose  14  percent.  Hospital  construction  rose  more  than 
50  percent,  and  there  were  substantial  increases  in  the  construction  of  re¬ 
ligious,  social,  and  recreational  buildings. 

Again,  the  rising  trend  of  dollar  outlays  can  be  misleading.  Actually, 
construction  costs  rose  during  the  year  somewhat  more  than  expenditures, 
so  that  the  physical  volume  of  construction  was  a  little  less  than  in  1956. 
Prices  of  building  materials  were  virtually  unchanged,  on  the  average, 
as  reductions  in  prices  of  materials  used  principally  in  home  building 
were  roughly  offset  by  increases  in  prices  of  other  materials.  For  the  industry 
as  a  whole,  higher  wage  rates  accounted  for  most  of  the  rise  in  construction 
costs. 

Inventories 

In  contrast  to  1956,  when  business  inventories  were  increased  by  $4.6 
billion,  no  further  accumulation  took  place  in  1957  (Table  2) ,  and  inventory 
holdings  were  sharply  reduced  in  the  6nal  quarter  of  the  year. 

Retailers  and  wholesalers  -with  the  exception  of  automobile  dealers 
and  wholesalers  of  certain  durable  goods — lowered  their  inventories  in 
j  1957.  Reductions  were  particularly  large  in  the  6rst  few  months  of 
I  the  year,  and  for  a  while  caused  sharply  decreased  rates  of  production 
in  a  number  of  consumer  goods  industries.  By  the  year  end,  stocks  in  many 
lines  were  still  low  relative  to  current  retail  sales. 

Manufacturers’  inventories,  large  parts  of  which  are  closely  related 
to  current  and  prospective  levels  of  output,  continued  to  rise  in  the 
6rst  nine  months  of  1957,  though  at  a  much  slower  rate.  Changes 
I  were  particularly  large  in  the  machinery-producing  and  defense 
[  industries,  where  inventories  had  expanded  in  response  to  rising  levels 
of  production  and,  to  some  extent,  in  anticipation  of  further  advances. 
The  rate  of  accumulation  in  the  machinery-producing  industries,  how¬ 
ever,  was  reduced  in  late  1956,  and  especially  in  early  1957,  as  production 
declined.  After  the  middle  of  the  year,  decreases  in  defense  orders  produced 
even  larger  adjustments  in  the  holdings  of  the  aircraft  industry.  Declining 
new  orders  and  falling  backlogs  of  unhlled  orders  caused,  6rst,  a  further 
decline  in  the  rate  of  accumulation,  and  later,  in  the  6nal  months  of  the  year, 
an  actual  decrease  in  the  inventory  holdings  of  these  industries.  Many  pro¬ 
ducers  of  consumer  goods  also  reduced  their  inventory  investment  in  the 
early  part  of  1957  and,  after  some  increase  in  the  summer,  again  in  the  late 
months  of  the  year. 
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r.  \  pons 

Flxpoits  wvrv  .1  s('C(iiui  inajoi  tone  ir  iht'  rxp.msioii  of  tin*  Ainciiran 
rcononiy  to  inicl-19ri7.  ami  also  a  couti  il)utor  to  th«'  downuaici  ino\ cint'iit 
in  the  latter  part  (^f  the  year.  Kxports  of  ijchhIs  and  ser\  i( cs  iiu  reased  swiftly 
from  early  Hhah  to  the  first  ouarter  of  HfaT.  partly  l)e(  aiise  of  speei.d  cir- 
ciimstanees.  includim;  the  extra  demaml  for  I’nited  States  petroleum  ncm- 
eratt'd  bv  the  tem|Kirarv  disruption  of  ncmual  shipments  \  ia  the  Sue/  (’anal 
Later  in  the  year,  however.  the.s(  special  fon  t  s  subsided.  I  he  demand  foi 
exports  was  also  reduet  d  by  a  slowmi;  down  t.  tiie  rate  of  I'contmiic  e  spansion 
abroad  anti  bv  foit'it'ii  exehantie  difht  ulties  in  a  numlMT  of  countiies  .\s 
.1  result  ex|)otts  det  lint d  m  the  .lutmnn  ImptMts.  ou  the  other  h.md.  showed 
little  t  hani;e  from  the  hii;b  level  reat  bed  m  l?*")b  Kx|M)rts  remained 
hii:her  than  im|>ttits.  but  l)v  a  M‘dui  ed  maruiit  H\  tlit  end  of  the  vear. 
net  foreiitn  investment,  vshuh  lefletts  m.imlv  tins  tel.ititm.  w.is  $1'  ;  2  bil¬ 
lion  Iftwer.  .It  an  .innu.il  t.iti .  ih.in  .it  the  l>ev.'innmi;  of  the  ve.ii 

Cttt  t  ninii  ut  /-'ypt  mhtun  » 

.\  third  ma)oi  fon  t'  alfei  tini’  e< onomu  developments  was  .i  t  hanue  in 
purchases  of  ^oods  and  seiviies  bv  Kedeial.  State,  and  lot  al  Kn'‘‘H'inents. 
The  total  of  these  outlays  nise  $7>/i  billion  between  mid-ld.’ib  and  mid-19.’)7. 
with  60  percent  of  the  im  rease  repn'sentim;  hinher  Federal  spending  for 
national  set  urity  purjxises.  'I'his  im  rease  in  Federal  ex^ienditures  was 
accompanied  by  a  iarge  rise  in  employment  and  inventories  in  the  industries 
immediately  affected,  notably  aircraft,  .\fter  the  middle  of  the  year,  how¬ 
ever,  military  procurement  outlays  and  awards  of  new  contracts  were  re¬ 
duced,  and  total  Federal  purchases  declined  moderately.  A  rise  of  about 
$3  billion  in  the  total  of  social  security  outlays,  other  transfer  payments,  and 
interest  on  the  public  debt  further  increased  total  Government  cash  outlays 
to  the  public  in  19.t7  and  supplemented  consumer  incomes. 

State  and  local  governments  continued  to  increase  their  outlays  on  con¬ 
struction  and  on  goods  and  services,  adding  $3  billion  in  1957  to  their 
over-all  rate  of  expenditures.  Such  outlays  on  construction,  including  work 
done  with  Federal  assistance,  were  9  percent  more  than  in  19.56.  There 
were  substantial  increases  in  the  construction  of  schools,  highways,  hospitals, 
and  sewerage  and  water  systems.  These  outlays  were  continuing  upward 
at  the  end  of  the  year. 

Construction  Expenditures 

The  long  upward  movement  in  total  construction  expenditures  continued 
in  1957.  Although  there  was  some  decline  in  outlays  on  residences  in  the 
hrst  half  of  the  year,  continuing  a  movement  which  had  started  early  in 
1955,  this  trend  was  later  reversed.  Fewer  dwelling  units  were  started  in 
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I  Ilf  vcar  witiifNSfd  a  sliatp  iiu  irasi-  in  pii'.atf  institutional  huildinp. 
for  wliich  outlays  rosr  11  pcKcnt.  Hospital  construction  rose  more  than 
')()  pen cnt.  an<l  th<-re  were  substantial  iiu  reases  in  the  ((instruction  of  re- 
linious.  so(  ial.  and  lei  leational  buildinns. 

A^ain,  the  rising  trend  of  dollar  outlays  can  be  inisleadirii;.  Actually, 
construc  tion  costs  rose  duiini;  the  scar  somc'what  more  than  expenditures, 
so  tiiat  th(‘  phvsiial  volume  ol  c onsti  uc  tion  was  a  little  less  than  in 
I’rices  of  buildint;  materi  ils  we  :•>  virtually  unchanged,  on  the  averaee. 
as  r(r1u».t'ons  m  piitcs  of  materials  used  jvintipally  in  home  Viuildint; 
were  roiuihlv  otlset  b\  iiu  leases  m  price's  of  other  materials.  hc>r  the  industrv 
as  a  whole,  hiuhet  w.ii;e  rates  .((counted  for  tnost  of  the  tise  in  construction 
c  lists 

lui  I  titinii  t 

Iti  (oiitiast  to  I*»’if>.  wheti  business  inventories  were  inc  teased  bv  $lfi 
billion,  no  furthei  ac  c  umul.ition  tcMik  place  in  I9*i7  i  Table  2  i ,  .ind  inventorv 
holdini;s  wet  e  shai  piv  tediu cd  m  the  fund  (|uai  tet  ot  the  veai . 

Retailers  and  wholesaleis  with  the  exception  of  automobile  dealers 
and  wholesalers  of  ceitain  durable  ijockIs  lowered  their  inventories  in 
19,57.  Reductions  were  particularly  larpe  in  the  first  few  months  of 
the  year,  and  for  a  while  c  aused  sharply  decreased  rates  of  production 
in  a  number  of  consumer  goods  industries.  By  the  year  end,  sten  ks  in  many 
lines  were  still  low  relative  to  current  retail  sales. 

.Manufacturers’  inventories,  large  parts  of  which  are  closely  relatc'd 
to  current  and  prospective  levels  of  output,  continued  to  rise  in  the 
first  nine  months  of  19.57,  though  at  a  much  slower  rate.  Changes 
were  particularly  large  in  the  machinery-producing  and  defense 
industries,  where  inventories  had  expanded  in  response  to  rising  levels 
of  production  and,  to  some  extent,  in  anticipation  of  further  advances. 
The  rate  of  accumulation  in  the  machinery-producing  industries,  how¬ 
ever,  was  reduced  in  late  19.56,  and  especially  in  early  1957,  as  production 
declined.  After  the  middle  of  the  year,  decreases  in  defense  orders  produced 
even  larger  adjustments  in  the  holdings  of  the  aircraft  industry.  Declining 
new  orders  and  falling  backlogs  of  unfilled  orders  caused,  first,  a  further 
decline  in  the  rate  of  accumulation,  and  later,  in  the  final  months  of  the  year, 
an  actual  decrease  in  the  inventory  holdings  of  these  industries.  Many  pro¬ 
ducers  of  consumer  goods  also  reduced  their  inventory  investment  in  the 
early  part  of  1957  and,  after  some  increase  in  the  summer,  again  in  the  late 
months  of  the  year. 


Tabi.e  2. — Changes  in  gross  national  product  and  its  major  components,  1955-57 
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prices 

19.S7 
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m: 
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Gross  national  product  or  cx|)cnditurc  . . 

t.'U  9 

23. 0 

12.9 

19  2 

3  fi 

ChanRc  in  business  inventories 

.0 

4 

4 

-4  fi 

-4  9 

Final  purchases . 

4;o  9 

22.0 

12.  !> 

23  H 

h.  .1 

I’ersonal  consumption  e.xpenditiires 

‘J«l.  4 

12.  S 

9  I 

13.  2 

4  H 

Durable  (jwids. . 

3.S  1 

-17 

-19 

1  2 

.0 

-Nondurable  rikmIs.  . . . 

14U.0  ' 

7  3 

.V9 

fi.  7 
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Services . . 

4 

7  1 

.V  0 

S.f, 

2.4 

(tross  private  fixed  investment. . 

tl3  .  6  ; 

.V  0 

2  3 

2.2 

-.5 

Residential  construction  (nonfarm)... 

14  2  : 

-13 

-1  8 

-1  1 

-1  4 

Other  construction.. 

19  0  ' 

19 

1 1 

10 

.2 

Produc»*rs’  durable  equipment .  . 

30.4 

4  4 

3.0 

2.3 

.  7 

Net  foreiRii  inve.stment. .. 

3.3  , 

l.H 

19 

19 

1  4 

Kxports  of  Roods  and  servioi’s. . 

20.3 

3.  ,S 

2  9 

2.  H 

2  0 

l.ess:  ImiHjrts  of  rikkIs  and  services 

20  fi  : 

19 

1  .1 

.  H 

fi 

fnilateral  transfers. . 

2.  4 

-.2 

-.!i 

1 

.0 

Government  |)urchas*‘s of  R(x>dsand  services 

W>  6 

3  1 

fi  4 

2  7 

Federal  (excludinR  Government  sales).. 

.VI.  S 

4 

-2  1 

3  3 

13 

.National  securitv.  _ 

4.S.  7 

1  1 

-1  0 

3  3 

1  .S 

State  and  local .  . 

30.0 

2.7 

15 

3  0 

1.2 

>  Preliminary  estimates  by  Council  of  Kconomlc  Advisers. 

Note.— Detail  will  not  necessiirily  add  to  totals  becaiis*-  of  nmndlnR 
Source:  Department  of  Commerce  (except  as  noted). 


As  manufacturers  of  finished  goods  lowered  their  output  and  adjusted 
their  stocks  of  purchased  materials,  sales  and  new  orders  of  the  primary 
metals  industries  fell.  Production  of  these  metals  declined;  producers’ 
inventories  nevertheless  rose  sharply  during  most  of  1957.  In  the  final 
months  of  the  year,  however,  further  decreases  in  output  halted  this  accu¬ 
mulation.  Rising  inventories  in  a  number  of  other  industries  also  led  to 
cutbacks  in  production  during  the  final  quarter  of  the  year,  notably  among 
producers  of  petroleum  products,  chemicals,  and  apparel.  Output  in 
manufacturing  industries  as  a  whole  declined  sufficiently  below  the  level  of 
shipments  to  result  in  an  over-all  reduction  of  inventories.  Total  inventorv’ 
investment,  which  had  absorbed  $4.6  billion  of  output  in  1956,  dropped  to 
an  annual  rate  of  $1  billion  in  the  first  three  quarters  of  1957;  and  in  the 
final  quarter  of  the  year  inventories  were  being  reduced  at  an  annual  rate  of 
$3  billion  or  possibly  more. 

Consumer  Expenditures 

Increased  incomes  from  production,  augmented  by  substantial  increases 
in  pension,  social  security,  and  similar  payments,  provided  a  basis  for  higher 
levels  of  consumer  expenditures  during  most  of  1957.  Consumer  demand 
was  supported  also  by  a  further  moderate  increase  in  consumer  credit. 
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though  there  was  no  significant  increase  in  spending  on  durable  goods.  In¬ 
creases  in  spending  were  confined  mainly  to  nondurable  goods  and  services. 

By  the  end  of  the  summer,  the  expansion  of  consumer  demand  ceased. 
Personal  income  began  to  decline  in  September,  and  retail  sales  receded 
from  the  high  levels  of  the  summer.  Purchases  of  services  continued  to  rise, 
but  total  consumer  spending  declined  one-half  of  1  percent  from  the  third  to 
the  final  (]uarter  of  the  year.  P'or  the  year  as  a  whole,  consumer  expenditures 
increased  .“i  percent,  about  the  same  as  in  1956.  However,  the  higher  expend¬ 
itures  in  1957  reflected  in  large  part  increases  in  prices,  and  only  a  small  in¬ 
crease  in  the  volume  of  goods  and  services  acejuired  (Chart  3) . 

CHART  3 


Personal  Income  and  Consumption 

Disposable  personal  income  rose  during  most  of  1957,  but  its 


buying  power  increased  little  because  of  price  advances. 

BILLIONS  Of  DOLLARS 


1954  1955  1956  1957 

J/  personal  income  less  taxes 

SOURCES  DEPARTMENT  Of  COMMERCE,  DEPARTMENT  OF  LABOR,  AND 
COUNCIL  OF  ECONOMIC  ADVISERS 

Employment  and  Incomes 

Employment  and  Earnings 

After  nearly  three  years  of  sizable  gains,  nonagricultural  employment 
reached  a  peak  in  the  summer  of  1957  (Chart  4).  A  slowing  down  in  the 
rate  of  growth  had  become  apparent  after  mid- 1956,  and  hours  of  work  in 
manufacturing  had  turned  downward  somewhat  earlier.  In  1957,  declines 
began  to  appear  in  employment  in  manufacturing  industries,  the  most 
pronounced  decreases  occurring  in  durable  goods,  especially  machinery, 
primary  metals,  and  transportation  equipment.  The  declines  continued 
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CHART  4 


Employment  and  Income 

Total  nonagncultural  employment,  after  rising  until  September  1957, 
declined  in  the  closing  months  of  the  year. 


MILLIONS  OF  PERSONS 


Basic  wage  rates  rose  moderately  throughout  the  year  .  .  . 
DOLLARS 


SOURCE:  DEPARTMENT  OF  LABOR 
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CHART  4— Continued 


Employment  and  Income 

.  .  .  but  hours  of  work  were  reduced  and  weekly  earnin3s  remained 
roughly  constant. 


DOLLARS  HOURS 


Personal  income  reached  a  new  high  in  the  summer,  and  then 


declined  slightly,  reflecting  changes  in  labor  income. 
BILLIONS  OF  OOLLARS 


SOURCES:  DEPARTMENT  OF  LABOR ,  DEPARTMENT  Of  COMMERCE,  AND 
NATIONAL  BUREAU  OF  ECONOMIC  RESEARCH 
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throughout  thr  year,  accelerating  in  the  autumn.  Until  September,  gains  in 
nonrnanufacturing  employment,  especially  in  trade  and  ser\  ices,  more  than 
offset  the  reductions  in  manufacturing  (Table  3).  But  after  the  summer 
peak,  lowered  employment  in  construction,  trade,  and  transportation,  com¬ 
bined  with  sharper  declines  in  manufacturing,  reduced  nonfarm  employment 
by  December  to  a  level  below  that  of  December  1956. 

Table  3. — Changes  in  nonagricultural  employment  since  December  1956 
|Thoii.san(L<i  of  persons.  s(>a.sonany  adjusted  data] 


('haiifre 


Inilustry 

Dccenibei 

iiw: 

Deivinbir 
19.56  to 

VllKUSt 

19,57  to 

Der<‘nil>er 
19,56  to 

Auinisl 

Dec*-ndx'r 

Deci‘nitx-r 

19.57 

19.57  1 

19.57  1 

Kniployeps  in  noniiifrlculturiil  »“st:it>Iishmt'nts. ..  . 

.30.1 

-949 

-646 

^^imuflu■turinp 

16.  2SI 

-270 

-.5.5.5 

Durable  kochIs  imln.^lries 

9,  3'HI 

-191 

-4.54 

-64.5 

Nondurable  i!(H)ds  industries 

6.S91 

-7,. 

-101 

-imi 

.Nontnanufaeturinp . 

.^^,6H 

57:1 

-.3'.t4 

179 

Ntininp. 

X16 

211 

-37 

-17 

('oniraet  eonstruetion . 

2.  WI6 

-42 

-126 

-16S 

Transixirtation. .. 

2.66.^ 

-97 

-104 

Public  utilities 

1,411 

t 

-11 

11 

Wholesale  ainl  ndail  tra<lp.. 

11,471 

1  261 

-  UW 

ti.3 

Finance,  insurance,  and  real  estate 

2.  :«V) 

34 

11 

1.5 

.Service  and  niis<‘ellaneous 

6.  .S4.S 

ns 

tih 

iMt) 

(lovernrnent  . 

7.  4.35 

\^7 

- 1 

ItVl 

Federal . 

2,  174 

17 

—  ti(» 

-43 

.State  anil  l(K’al 

.5.261 

.56 

■  Bas*‘d  on  preliminary  figures  for  DewmN-r. 
.Source:  Department  of  I..al>or. 


I’he  decline  in  employment  during  19.57  was  accompanied  by  a  slower 
growth  of  the  civilian  labor  force.  From  1954  to  1956,  as  job  opportunities 
had  increased  rapidly,  large  numbers  of  people  had  entered  the  labor  market 
and  the  civilian  labor  force  had  expanded  by  3  million.  The  growth  was 
due  mainly  to  substantial  increases  in  the  number  of  teen-age  persons  and 
women  over  35  desiring  employment.  By  late  1956,  however,  and  through¬ 
out  1957,  the  labor  force  was  increasing  more  slowly;  between  the  hnal 
quarters  of  1956  and  1957,  the  increase  amounted  to  about  half  a  million. 

Because  the  slower  growth  of  employment  was  generally  accompanied 
by  smaller  additions  to  the  labor  force,  rates  of  unemployment  remained 
roughly  unchanged  until  October,  at  the  low  level  prevailing  since  1955.  By 
December,  however,  the  unemployment  rate  had  risen,  on  a  seasonally 
adjusted  basis,  to  5.2  percent,  from  4.3  percent  in  September.  For  1957  as 
a  whole,  unemployment  averaged  4.3  percent  of  the  labor  force,  about  the 
same  as  in  1956. 

Lower  employment  in  manufacturing  in  1957  was  accompanied  by  reduc¬ 
tions  in  hours  of  work,  less  overtime,  and  a  distinct  slow’ing  down  in  gains 
in  average  hourly  and  weekly  earnings.  In  December,  the  average  work- 
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week  was  39.3  hours  and  average  overtime  was  2.0  hours,  compared  with 
41.0  hours  and  3.1  hours,  respectively,  in  December  1956.  For  1957  as  a 
whole,  average  hourly  earnings  rose  5  p«T(  ent,  and  weekly  earnings  only  3 
percent,  above  1956.  'I'he  rise  above  1956  in  weekly  earnings  was  about 
ecjual  to  the  rise  in  consumer  prices.  The  same  general  experience  with 
respect  to  hours  of  work  and  earnings  was  characteristic  of  industries  other 
than  manufacturing. 

Collective  Bar^a{nin» 

Wage  contract  negotiations  were  relatively  few  in  1957,  because  of  the 
large  number  of  long-term  contracts  in  existence  that  had  been  negotiated 
in  earlier  years.  Labor  disputes  were  infrequent,  and  idleness  resulting 
from  work  stoppages  was  less  than  in  any  year  since  World  W’ar  II.  W'age 
increase's  were  provided  for  in  alitiost  all  the  major  contracts  open  for  nego¬ 
tiation,  except  those  in  the  men’s  apparel  and  northern  textile  industries. 

I'he  number  of  workers  who  received  wage  rate  increases  under  major 
collective  bargaining  (  ontracts  in  1957  was  about  the  same  as  in  the  pre¬ 
vious  year,  but  the  increases  tended  to  be  somewhat  larger  than  in  1956. 
Of  the  approximately  7.5  million  vsorkers  who  received  increases  under 
such  major  agreettients,  about  5  million  obtained  the  adjustments  as  a 
result  of  settlements  (oncluded  prior  to  1957  which  specified  “deferred” 
wage  adjustments  to  go  into  effect  in  1957  and,  typically,  also  provided  for 
cost-of-living  escalator  adjustments,  .\bout  2.5  million  workers  obtained 
wage  increases  under  major  contracts  nc'gotiated  during  the  year. 

I  abi-f,  4. — Distribution  of  employees  receiving  wage  increases  under  major  labor 
agreements,  1956  57 


I  IVrrent  of  total  workers 
!  reoelvlnft  waitr 

Wage  increajse  (cents  jvr  hour'  I  increa.ses 

I  lS».Vi  1957  > 


■All  wiige  incrciiscs  r  i 

100 

100 

I’ndcr  5  c«Mits 

1 

2 

5-H.9  cents 

19 

20 

9-12.9  cents 

62 

.16 

1.1-15.9  c«“nts.  1 

S 

,14 

IT  i-ents  »n<l  over 

7 

6 

Not  siH-clfled. 

.1  ; 

3 

'  Preliminary. 

’  Inclufles  cast-of-living.  deferreil,  and  newly  negotiated  wiige  increases  received  under  collective  bargain¬ 
ing  situations  affecting  l.unt)  or  more  employes  and  coming  to  the  attention  of  the  Department  of  Labor. 
Kxcludes  construction,  S4>rvic*'s,  finance,  and  government. 

.ViiTK.— Detail  will  not  ner-es.sarily  add  to  totals  N'caiLs**  of  rounding. 

Sourev:  De|iartment  of  l>abor. 

In  contrast  to  about  15  percent  in  1956,  about  40  piercent  of  the  employees 
whose  rates  of  pay  were  raised  under  the  terms  of  major  labor  agreements 
received  increases  averaging  13  cents  or  more  per  hour  (Table  4).  Three 
of  ever\’  four  agreements  negotiated  in  1957  specihed  improvements  in  the 
nonwage  benehts  of  employees,  notably  in  health  and  welfare  plans, 
improved  vacation  and  holiday  schedules,  and  more  liberal  pensions.  Cost- 
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of-living  escalator  clauses  were  more  widely  adopted.  By  the  end  of  the  year, 
about  4  million  workers  were  covered  by  such  clauses,  compared  with  3.5 
million  in  late  1956. 

Personal  Income 

For  the  year  as  a  whole,  total  personal  income  reached  $343  billion,  a  new 
high  level.  But  the  change  in  production  and  employment  during  the  year 
was  evident  in  the  flow  of  income  payments.  Personal  income  payments 
were  at  their  highest  rate  in  August;  by  the  end  of  the  year,  they  were 
1  percent  below  this  level.  Continued  increases  in  employment  of  non¬ 
production  workers  in  manufacturing  and  gains  elsewhere  in  the  economy, 
combined  with  rising  average  hourly  earnings,  kept  total  wage  and  salary- 
payments  advancing  through  the  hrst  eight  months  of  the  year.  As  re¬ 
ductions  in  employment  and  in  hours  of  work  became  more  pronounced 
in  manufacturing,  and  began  to  occur  also  in  nonmanufacturing  industries, 
total  wage  and  salary  payments  declined  from  an  annual  rate  of  $242  billion 
in  August  to  $239  billion  in  December. 

The  decline  in  total  personal  income  after  .August  wa.s  moderated  by  an 
increase  in  transfer  payments,  about  half  in  unemployment  insurance  bene- 
6ts.  The  extent  of  this  stabilizing  influence  may  be  seen  in  the  fact  that 
between  September  and  Decemb<*r,  when  wage  and  salary  disbursements 
and  other  labor  income  declined  by  $2.9  billion,  on  an  annual  rate  basis, 
transfer  payments  rose  by  $1.5  billion,  also  on  an  annual  rate  basis.  The 
effect  was  to  offset  more  than  half  of  the  impact  on  total  personal  income  of 
lower  wage  and  salary  payments. 

Prices,  Costs,  Profits,  and  Productivity 

The  upward  movement  of  consumer  prices  continued  in  1957,  though 
the  circumstances  which  produced  the  increa.ses  were  in  many  cases  not 
closely  related  to  current  demand.  The  record  was  different  in  other 
areas  of  the  economy,  where  prices  arc  more  resjxrnsive  to  changes  in 
market  conditions.  The  rapid  advance  of  industrial  prices  at  wholesale 
was  halted,  and  prices  of  crude  materials,  which  are  especially  sensitive, 
declined. 

Wholesale  Prices 

Wholesale  prices,  particularly  the  prices  of  industrial  commodities, 
advanced  much  less  in  1957  than  in  1956  (Chart  5).  From  December 
1956  to  December  1957,  prices  of  crude  industrial  materials,  which 
previously  had  risen  sharply,  fell  10  percent.  The  prices  of  almost  all 
major  crude  materials  declined;  certain  nonferrous  metals  -  copper,  lead, 
and  zinc — were  especially  affected,  as  mounting  stocks  forced  a  series  of 
price  reductions.  On  the  average,  prices  of  construction  materials 
changed  little  over  the  year,  and  prices  of  semifabricated  materials  and 
components  for  manufacturing  rose  only  slightly,  despite  advances  in 
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CHART  5 


Wholesale  Price  Chanses 

Wholesale  prices  rose  much  less  during  1957  than  in  1956. 


PERCENTAGE  CHANGE 
-10  0  +10 


ALL  COMMODITIES 
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Among  industrial  products,  prices  of  finished  and  inter¬ 
mediate  goods  increased  more  slowly,  and  those  of 
crude  materials  declined. 


INDUSTRIAL  PRODUCTS  -  Special  groups 


PRODUCER  FINISHED  GOODS 


CONSUMER  FINISHED  GOODS 


INTERMEDIATE  MATERIALS, 
SUPPLIES,  AND  COMPONENTS 


CRUDE 

MATERIALS 


^  CHANGES  AT  ANNUAL  RATES. 
SOURCE  ;  DEPARTMENT  OF  LABOR. 
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Steel  prices.  Prices  of  producer  finished  goods  continued  to  rise,  but  much 
less  rapidly  than  during  the  previous  18  months.  Prices  of  consumer  finished 
goods  also  increased  very  gradually,  except  those  for  new  automobiles,  on 
which  the  increases  were  significant  though  smaller  than  in  1956.  Reflecting 
changes  in  these  various  categories,  the  average  of  all  industrial  prices  rose 
only  1  percent  during  the  year,  and  the  increase  after  February  was  negli¬ 
gible.  Wholesale  prices  of  farm  products  and  of  foods  also  advanced,  but, 
like  prices  of  industrial  goods,  by  a  smaller  amount  than  during  1956. 

The  small  advance  in  industrial  prices  reflected  the  slower  rise  in  demand, 
growing  industrial  capacity,  and  a  somewhat  smaller  increase  than  in  1956 
in  manufacturing  labor  costs  per  unit  of  output.  Production-worker  man¬ 
hours  of  employment  in  manufacturing  declined  relative  to  output  during 
most  of  1957,  and  the  rate  of  rise  in  average  hourly  earnings  slowed  con¬ 
siderably;  as  a  result,  production-worker  wage  costs  per  unit  of  output 
advanced  only  slightly,  and  significantly  less  than  in  1956.  On  the  other 
hand,  the  employment  of  nonproduction  workers,  and  salary  payments  to 
them,  rose  rapidly  throughout  the  first  eight  months  of  1957.  I'he  result 
was  that  total  labor  costs  per  unit,  including  both  production  and  non¬ 
production  workers,  continued  to  advance  in  1957,  although  the  rise  was 
less  than  in  the  preceding  year. 

Consumer  Prices 

The  increase  in  the  consumer  price  index,  which  had  started  in  .April 
1956,  about  ten  months  after  the  first  sharp  rise  in  wholesale  industrial 
prices,  continued  with  virtually  no  interruption  through  1957.  Hy  Novem¬ 
ber,  the  index  was  6  percent  above  the  level  of  early  1956.  About  70  percent 
of  the  rise  was  due  to  food  and  service  prices,  about  1 5  percent  to  durable 
goods,  and  17  percent  to  nondurable  commodities  (Chart  6t. 

Among  foods,  the  increases  in  prices  of  meat  were  the  most  important. 
As  supplies  of  meat  products  fell  below  the  large  amounts  available  earlier, 
meat  prices  began  to  recover,  and  by  the  end  of  1957  they  were  12  percent 
above  the  low  point  of  two  years  earlier.  Other  food  prices  rost*  mainlv 
because  of  higher  costs  of  processing  and  distribution,  and  b<-(  ause  the 
products  were  in  some  cases  more  highly  processed  or  of  a  b«'tter  cjuality. 

Prices  of  consumer  durable  goods  have  risen  about  6  percent  since  March 
1956,  but  on  the  average  they  are  still  below  1952  prices.  Increases  in 
prices  of  automobiles  are  mainly  responsible  for  the  recent  changes.  Prices 
of  furniture  and  many  other  consumer  durable  goods  rose  moderately  over 
the  past  18  months,  reflecting  increased  manufacturers’  prices.  Prices  of 
appliances,  on  the  other  hand,  fell  slightly.  Among  nondurable  goods  other 
than  food,  the  major  contributors  to  the  over-all  price  advance  were  gaso¬ 
line,  fuel,  and  drugs ;  prices  of  apparel  rose  only  moderately. 

Prices  of  services  are  subject  to  a  wide  variety  of  influences.  Some 
services — such  as  those  of  the  light,  power,  and  communications  industries- 
are  produced  on  a  highly  industrialized  basis;  others  are  largely  personal. 
Prices  of  most  services  in  the  first  group  have  increased  only  moderately 
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CHART  6 


Consumer  Prices 

After  declining  for  several  years,  prices  of  commodities  began 
to  rise  in  1956.  Prices  of  services  continued  their  postv^ar 
uptrend. 

INDEX.  'OiT-Ag  •  100 


NONDURABLE  COMMODITIES 
EXCLUDING  FOOD 


durable  commodities 


955  1956  195 


source  department  of  labor 


over  thr  past  frw  years.  On  the  other  hand,  the  cost  of  personal  ser\ices, 
in  inanv  of  which  the  {xissihilities  of  gains  in  productivity  are  small,  have 
increased  by  almost  the  full  amount  of  the  rise  in  earnings  of  service  workers 
and  self-employed  professional  people.  Increases  in  the  prices  of  these  serv¬ 
ices  in  the  past  two  years  have  been  generally  larger  than  in  the  preceding 
two  years,  when  consumer  prices  were  broadly  stable.  Rents  have  continued 
to  rise  of  late,  at  a  slightly  faster  rate  than  in  1954  and  1955. 

The  advance  in  consumer  prices  during  1957  was  only  in  part  an  indica¬ 
tion  of  current  inflationary  demand  in  retail  markets.  Adjustments  of 
prices  to  cost  increases  that  had  occurred  earlier,  and  special  condi¬ 
tions  affecting  particular  commodities  and  services,  also  played  important 
roles.  The  decline  in  meat  supplies  is  an  example  of  such  changes.  In¬ 
creases  in  prices  of  petroleum  products  reflected,  at  least  in  part,  the  di¬ 
version  of  oil  supplies  to  Flurope  during  the  interruption  of  shipments  via 
the  Suez  Canal.  Service  prices  that  arc  subject  to  the  approval  of  public 
commissions  normally  adjust  only  slowly  to  changes  in  cost  and  market 
conditions.  Rent  increases,  particularly  those  following  the  release  of  con- 
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trols,  often  reflect  cost  and  demand  conditions  originating  in  earlier  periods. 
And  month-to-month  changes  in  the  consumer  price  index,  especially  as 
affected  hy  changes  in  the  prices  of  food,  apparel,  and  automobiles,  may 
reflect  essentially  seasonal  variations.  This  factor  was  important  in  a 
number  of  month-to-month  changes  in  the  index  during  IT^?.  In  view 
of  the  widespread  interest  in  the  movement  of  consumer  prices,  the  nature 
and  construction  of  the  consumer  price  index  are  described  in  .Xppendix  1) 
of  this  Report. 

Corporate  Profits 

Changes  in  industrial  prices,  costs,  and  production  are  the  major  factors 
determining  the  movement  of  corj>orate  profits  and  their  share  in  total 
income.  During  the  expansion  of  activity  that  began  in  19.')4,  profits 
followed  a  course  different  from  that  of  other  forms  of  income.  With  both 
sales  and  margins  increasing,  profits  rose  rapidly  throughout  19.').“).  How¬ 
ever,  the  increa.se  was  not  extended  into  19.’)6;  on  the  contrary,  during 
that  year  and  in  the  first  half  of  19.')7,  corporate  profits  fluctuated  around 
a  level  somewhat  below  that  reached  in  tlie  second  half  of  19.‘>5.  This  failure 
of  profits  to  advance  during  19,')6  and  early  19.*)7,  while  other  inconn-s  were 
rising,  reflected  a  number  of  factors,  including  the  incurrence  of  additional 
costs  of  many  kinds  and  an  increased  allocation  of  gross  earnings  to  depre¬ 
ciation  accounts.  The  number  of  employees  was  rising,  wage  rates  were 
increasing,  and  overhead  expenditures  were  higher,  in  part  as  a  result  of 
the  rapid  increase  in  investment  outlays.  .Although  increases  in  prices  cov¬ 
ered  most  of  the  increases  in  unit  costs  of  production,  profit  margins  were 
slightly  reduced.  Output  increased  only  moderately,  and  total  profits  failed 
to  rise. 

Profits  of  manufacturing  corporations  fell  early  in  19.57,  reflecting  de¬ 
clines  in  production  and  sales  in  a  number  of  important  industries  and  a 
tendency  for  industrial  prices  to  level  off  while  some  elements  of  cost  con¬ 
tinued  to  rise.  The  decline  in  profits  was  accelerated  later  in  the  vear,  as 
production  and  sales  fell  further.  In  most  nonmanufacturing  sectors  of  the 
economy,  where  activity  continued  to  rise,  profits  in  general  were  well 
maintained  during  the  first  part  of  19.57.  Present  indications  are  that  the 
profits  of  these  sectors  also  declined  in  the  latter  part  of  the  year.  The 
aggregate  volume  of  corporate  profits,  in  which  the  profits  of  manufacturing 
corporations  are  more  important  than  all  other  types  combined,  fell  slightly 
in  the  first  half  of  1957;  and  by  the  end  of  the  vear,  they  had  declined 
significantly  below  the  levels  around  which  they  had  been  moving  earlier. 

Productivity 

Private  nonagricultural  output  rose  only  slightly  from  1956  to  1957, 
and  man-hours  of  employment  were  virtually  unchanged.  The  indicated 
gain  in  productivity  accordingly  was  still  small,  though  much  larger  than  tin- 
gain  from  1955  to  1956.  In  both  instances,  the  increase-  was  smaller  than  the 
long-term  average  annual  ine  rea.se  of  about  2  percent  recorded  for  the  past 
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few  drcadcs  and  the  still  higher  average  increase  recorded  for  the  whole 
period  following  World  War  II.  The  small  extent  of  these  gains,  in  com¬ 
parison  with  increases  in  wage  rates,  maintained  the  upward  pressure  on  unit 
costs  and,  therefore,  on  prices. 

'I'he  small  improvement  in  productivity  indicated  for  1956  and  1957 
provides  no  basis  for  expecting  the  future  long-term  rate  to  fall  below  the 
average  annual  gain  realized  in  recent  decades.  For  one  thing,  produc¬ 
tivity  statistics  generally  show  irregular  year-to-year  changes.  Moreover, 
uncertainties  alxiut  the  concept,  difficulties  of  measurement,  and  short¬ 
comings  of  available  information  n-quire  a  cautious  interpretation  of  the 
yearly  changes  shown  by  available  data  (see  .Appendix  F/) . 

But  more  positive  reasons  may  be  cited  for  confidence  that  the  long-term 
rate  of  gain  in  productivity  will  be  higher  than  the  rates  for  1956  and  1957.  A 
major  reason  for  confidence  is  the  huge  investment  made  during  recent  years 
in  new  plant  and  tquipment.  Circumstances  favorable  to  the  full  realization 
of  the  productivity  potential  of  these  facilities,  namely,  large  gains  in  output 
in  the  industries  concerned,  have  not  yet  been  experienced.  .And  large 
increases  in  certain  types  of  expenditures  also  raise  the  productivity  poten¬ 
tial,  even  though  they  may  depress  the  current  level  of  productivity.  .Al¬ 
though  the  starting-up  of  new  productive  facilities,  the  expansion  of  research 
and  development  projects,  and  the  training  of  personnel  in  new  techniques 
tend  to  raise  employment  immediately,  their  beneficial  effect  on  the  output 
of  goods  and  services  is  deferred. 

Financial  Developments 

The  major  demands  for  credit  in  1957  were  reflected  in  the  long-term 
capital  markets.  State  and  local  governments  drew  on  these  markets  for 
$6.9  billion  of  funds,  $1.4  billion  more  than  in  1956  (Table  5).  School  con¬ 
struction  expenditures  accounted  for  more  than  35  percent  of  the  funds 
borrowed.  .Added  to  these  demands  of  State  and  local  governments  w-ere 


Table  .‘i. — Security  offerings,  1954-57 
IMllllon.s  of  dollars] 


Security 

19.M 

19,S.'i 

19.S6 

19,37  1 

State  and  municipal  securities  (principal  amounts)  _ 

6.969 

5, 977 

.3,  446 

6,879 

Corporate  s<'curltles  (gross  tiroceeds)  ..  .... 

9.  .M6 

10,240 

10.939 

12,997 

Manufacturing  .  ... 

2.268 

2.994 

3.647 

4.  27.3 

Mining.. 

,■>.39 

41.3 

4.36 

.329 

Electric,  gas,  and  »  ater  .  ...  . 

3.713 

2.464 

2.  .329 

.3,942 

Railroad . . . 

479 

•■>48 

382 

344 

Other  tran.stK>rtatlon  .  _  ., 

299 

.34,3 

342 

416 

Communication  .  .  . 

720 

I.  1.32 

1.419 

1.472 

K  Inancial  and  real  estate  (excluding  Investment  companies) 

1.076 

1,899 

1,8.36 

1.843 

Commercial  and  other .  ...  .  .  .  . 

4-22 

443 

307 

377 

'  Preliminary. 

^’OTS.— Detail  will  not  necessarily  add  to  totals  because  of  roundinft. 
■Source:  Securities  and  Exchange  Commission. 
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very  heavy  security  flotations  by  corporations,  amountiruj  to  $13.0  billion, 
$2.1  billion  more  than  in  1956  (Chart  7).  The  issues  of  utility  companies 
were  especially  important,  reflecting  the  continued  large  programs  of  expan¬ 
sion  and  improvement  in  this  industry.  But  manufacturing  concerns  were 
also  heavy  borrowers,  despite  the  slowing  down  in  their  expansion  programs 
after  the  strong  upsurge  of  the  past  several  years. 

This  heavy  reliance  of  corporations  on  the  securities  markets  reflected  in 
part  the  culmination  of  a  reduction  in  liquid  assets  which  had  been  in  prog¬ 
ress  since  the  end  of  1955  and  which  had  brought  corporate  liquidity  to  a 
new  low  for  the  postwar  period  (Chart  8) .  It  also  reflected  a  decline  in  the 
volume  of  additional  funds  available  to  business  concerns  from  the  commer¬ 
cial  banking  system.  Bank  loans  to  businesses  increased  only  $1.6  billion  in 
1957,  compared  with  an  increase  of  $5.5  billion  in  1956  (Table  6),  though 
this  difference  doubtless  reflected  in  part  a  decline  in  the  demand  for  short¬ 
term  credit  arising  from  a  substantially  slower  rate  of  accumulation  of 
business  inventories. 


Table  6. — Changes  in  commercial  bank  holdings  of  loans  and  investments,  1954-57 

IHillions  of  dollars] 


Ix)ans  or  Investment 


Net  ehtvnp'  during— 


I».S4 

19.V> 

1 

19.V. 

19,17  < 

Loan-s  (excluding  interbank)  an<l  investments . 

10.2 

4.fi  ' 

4.2 

4  3 

Loans  (excluding  interbank) . 

2.» 

ii.r> 

7.  ft 

3.0 

Business . 

-.3 

fi.  4 

.1,  s 

1.0 

Real  estate . 

1.7 

2.4 

1.7 

7 

Consumer . 

(>) 

2.3  1 

1.3 

1.3 

Security . 

.9 

.ft  1 

—  H 

{•) 

.Agricultural . 

.2 

—  7  i 

-.3 

-.5 

All  other . 

.« 

.9 1 

1  .5 

.3 

Investments . 

7.2 

-7.0 

1  1 

-3.5 

.s 

U.  S.  Government  securities . 

.A.fi 

-7.4 

1  -3.0 

-.0 

other  securities . 

l.fi 

1 

.4 

1  ! 

1  -'•i 

1.3 

>  Preliminary  estimates  by  Connell  of  Economic  .AdvUst'rs. 
*  Less  than  .V)  million  dollars. 


Note.— See  Table  K-41  for  data  IneludinK  interbank  Iniuis. 

Detail  will  not  necessarily  add  to  totals  b*‘caus*“  of  rounding. 

Souree;  Board  of  Governors  of  the  Federal  Rest'rve  System  (except  as  noted). 


At  the  same  time,  credit  demands  from  other  sectors  of  the  economy 
were  somewhat  more  moderate  than  in  earlier  years.  Total  mortgage 
debt  rose  by  only  $11  billion  in  1957,  compared  with  $15  billion  in  1956 
and  $16  billion  in  1955.  This  slower  rate  of  growth  was  due  in  part  to 
the  fact  that  funds  for  investment  in  federally  insured  and  guaranteed 
home  mortgages  were  less  readily  available,  since  interest  rates  on  these 
mortgages  were  less  attractive  to  lenders  than  the  yields  available  on 
other  types  of  investments.  The  total  amount  of  consumer  credit  out- 
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CHART  7 


The  Pattern  of  Credit  Expansion 

State  and  local  governments  marketed  a  near-record  volume  of 
securities  in  1957,  and  corporate  issues  were  at  a  new  fiigh  .  .  . 

BILLIONS  OF  DOLLARS 

0  5  10  15  20 


STATE  ANO  municipal 
SECURITY  ISSUES -1/ 


CORPORATE  security 
ISSUES  NEW  VONEYi/ 


but  growth  m  other  forms  of  credit  was  greatly  reduced. 


Billions  of  dollars 
0  +5 


'*  increase  in 
mortgage  DEBTI/' 

( I-  to  4-Fomily  Homes) 


1955 


INCREASE  IN 
CONSUMER  CREOIT.3/ 


INCREASE  IN  BUSINESS  LOANS 
BY  commercial  BANKSJ/ 


^  PRINCIPAL  AMOUNTS 
h  NET  PROCEEDS. 

2/  CHANGES  IN  AMOUNTS  OUTSTANDING. 

SOURCES:  THE  BOND  BUYER.  SECURITIES  AND  EXCHANGE  COMMISSION,  BOARD  OF 
GOVERNORS  OF  THE  FEDERAL  RESERVE  SYSTEM,  AND  COUNCIL  OF  ECONOMIC  ADVISERS. 
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standing  increased  by  only  $2.7  billion  in  1957,  compared  with  $3.4  bil¬ 
lion  in  1956  and  $6.4  billion  in  1955.  The  amount  of  instalment  credit 
extended  was  actually  above  that  in  1956;  but  since  repayments  were  high, 
the  increase  in  total  instalment  credit  outstanding  was  held  down. 

Signiheant  changes  also  took  place  in  the  supply  of  funds  during  1957. 
First,  in  most  of  the  year  the  capacity  of  the  commercial  banking 
system  to  expand  its  loans  and  investments  was  more  limited  than  in 
1956.  The  volume  of  member  bank  reserves  was  held  roughly  un¬ 
changed  by  the  monetary  authorities,  and  the  already  sharp  reductions 
in  bank  holdings  of  United  States  Government  securities  limited  any 
further  shifts  out  of  these  securities  in  order  to  expand  loans  ((’hart  9). 
Commercial  banks  sold  $600  million  of  Government  securities  in  1957, 
compared  with  $3  billion  in  1956  and  $7.4  billion  in  1955. 

With  the  level  of  bank  reserves  unchanged,  and  a  sharp  increase  in  time 
deposits,  there  was  no  expansion  in  the  money  supply  during  1957.  Indeed, 
demand  deposits  and  currency  actually  declined  by  $1.5  billion,  whereas  the 
volume  of  money  expenditures  increased.  I'he  decline  in  the  cash  liquidity 
of  businesses  and  individuals  which  is  represented  by  this  changed  relation 

CHART  8 


Liquidity  of  Commercial  Banks  and  Nonfinancial 
Corporations 

Bank  liquidity  continued  low  in  1957.  The  liquidity  of  business 
concerns  was  further  reduced. 
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V  RATIO  Of  MOLDINGS  Of  U  S  GOVERNMENT  SECURITIES  (BOOK  VALUE)  TO  DEMAND  DEPOSITS. 
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SOURCES:  BOARD  Of  GOVERNORS  Of  THE  fEOERAL  RESERVE  SYSTEM,  SECURITIES  AND 
EXCHANGE  COMMISSION,  AND  COUNCIL  Of  ECONOMIC  ADVISERS 
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Member  Bank  Reserves 


Member  bank  reserves  chan9ed  little  in  1957. 

BILLIONS  OF  DOLLARS* 


Free  reserves  were  negative  for  most  of  the  year  but  the 
deficiency  was  reduced  in  the  closing  months. 


1953  1954  1955  1956  1957 

*  AVERAGES  OF  DAILY  FIGURES. 

*  CHANGE  IN  RESERVE  REQUIREMENTS. 

SOURCE.  BOARD  OF  GOVERNORS  OF  THE  FEDERAL  RESERVE  SYSTEM 


between  money  supply  and  expenditures  was  one  of  the  most  significant 
financial  developments  of  the  year. 

Second,  there  was  a  decline  in  the  amount  of  new  funds  available 
from  insurance  companies,  savings  and  loan  associations,  and  mutual 
savings  banks,  resulting  from  the  lower  liquidity  of  these  institutions  and 
the  smaller  flow  of  new  savings  through  them.  Their  purchases  of  State 
and  local  securities  and  corporate  issues  were  somewhat  greater  than  in  19.")6, 
but  this  was  made  possible  only  by  a  large  reduction  in  their  purchases  of 
mortgages. 

Third,  despite  a  slightly  smaller  volume  of  total  personal  saving,  direct 
purchases  by  individuals  of  corporate.  State  and  local,  and  other  market¬ 
able  securities  were  almost  $3  billion  larger  in  1957  than  in  1956.  This 
was  due  partly  to  the  attractiveness  of  yields  on  these  securities  for  in¬ 
dividuals.  An  important  source  of  funds  for  these  greatly  enlarged  pur¬ 
chases,  though  not  a  net  addition  to  new  savings,  was  a  reduction  of  almost 
$2  billion  in  individuals’  holdings  of  United  State's  Savings  Bonds,  primarily 
by  investors  sensitive  to  the  higher  yields  generally  available  in  the  market. 

Fourth,  the  Federal  budget  during  the  calendar  year  1957  contributed 
less  than  during  1956  to  making  additional  funds  available  to  the  securities 
markets  through  financial  institutions  and  individuals.  In  1956,  a  reduc¬ 
tion  of  $6.4  billion  in  the  publicly  held  United  States  debt  was  an  important 
factor  in  the  ability  of  financial  institutions  and  individuals  to  add  to  their 
loan  and  security  portfolios.  They  did  so  by  reducing  their  holdings  of  United 
States  Government  securities.  In  1957,  only  $2.9  billion  of  the  publicly  held 
debt  was  retired;  thus  the  ability  of  this  group  of  investors- -especially 
financial  institutions — to  provide  funds  by  further  reducing  their  holdings 
of  Government  securities  was  decreased. 

Reflecting  the  more  limited  supply  of  new  funds  relative  to  the  demands 
for  them  in  1957,  interest  rates  rose  during  much  of  the  year  (Chart  10). 
The  rise  was  especially  rapid  in  June  and  .\ugust,  when  money  market 
pressures  became  unusually  heavy.  In  August,  the  rate  on  Treasury'  bills 
was  close  to  3 /a  percent,  major  banks  raised  their  prime  rate  from  4  percent 
to  4/2  percent,  and  the  Federal  Reserve  Banks  raised  the  discount  rate  from 
3  percent  to  3y^  f)ercent. 

After  the  Federal  Reserve  Banks  announced  lower  discount  rates  in 
November,  interest  rates  and  bond  yields  declined  significantly,  in  many 
cases  one-half  of  1  percent  or  more.  This  reflected  a  reduction  in  demand  for 
loans  that  had  already  been  apparent  and  some  easing  of  pressure  on  bank 
reserves.  By  the  end  of  the  year,  credit  in  both  the  long-term  and  short¬ 
term  sectors  of  the  markets  had  eased  appreciably,  though  the  impact  on 
certain  sectors  of  the  market,  notably  the  mortgage  market,  was  slow 
in  developing. 

The  rise  in  stock  prices  to  July  brought  the  average  yield  on  common  stocks 
to  4  percent,  about  the  same  as  the  yields  then  available  on  high-grade  bonds. 
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CHART  10 


Interest  Rates  and  Bond  Yields 

Short-term  interest  rates  rose  throu9h  most  of  1957  but  declined 
after  mid-November. 


PERCENT  PER  ANNUM 


Long-term  rates  rose  sharply  in  the  spring  and  summer  and  declined 
at  the  year  end. 


PERCENT  PER  ANNUM 


SOURCES  BOARD  Of  GOVERNORS  Of  THE  FEDERAL  RESERVE  SYSTEM,  MOODY'S  INVESTORS 
SERVICE,  TREASURY  DEPARTMENT,  AND  STANDARD  B  POOR'S  CORPORATION 


With  the  large  decline  in  stock  prices  after  July,  yields  on  common  stocks  were 
above  4 '/a  percent  at  the  close  of  the  year,  considerably  above  the  much  lower 
yields  then  available  on  high-grade  hotuls. 

Agricilti’re 

There  have  been  a  number  of  favorable  developments  in  agriculture  in 
the  past  two  years,  though  net  income  from  farming  has  not  changed  sig¬ 
nificantly  (Chart  11).  Despite  an  over-all  decline  in  crop  prices,  the  live¬ 
stock  market  strengthened  sufficiently  to  raise  average  prices  received  by 
farmers.  Heavy  export  shipments  have  made  a  ( onsiderahle  reduction  in 
surplus  stocks.  A  long  drought  in  the  Southwest  has  ended.  Land  values 
and  the  equities  of  farm  proprietors  have  climbed  to  new  rec  ord  levels. 
Realized  gross  farm  income  increased  both  in  1956  and  in  1957,  hut  rising 
production  expenses  offset  most  of  the  gains.  C'onditions  in  the  rest  of  the 
economy  have  provided  generally  favorable  opportunities  for  off-farm 
earnings,  and  per  capita  income  of  the  farm  |K>pulation  from  all  sown  es  has 
been  increasing.  I'he  revolution  in  farm  technology  is  a  continuing  source 
of  agricultural  strength,  though  it  complicates  current  problems  of  agri¬ 
cultural  adjustment  and  public  policy. 

Livestock  Sector 

Prices  of  farm  products,  as  well  as  cash  receipts  from  farm  marketings, 
have  benehted  from  recent  livestock  developiiK'nts.  \  peak  in  the  hog  cycle, 
coinciding  with  heavy  supplies  of  fed  steers,  had  seriously  depressed  live¬ 
stock  markets  late  in  1955.  With  high  slaughter  rates  continuing  into  the 
early  months  of  1956,  and  with  forced  marketing  of  cattle  from  drought 
areas  that  fall,  both  production  and  per  capita  consumption  of  red  meat 
reached  record  levels.  During  1956,  however,  the  number  of  cattle  on 
farms  decreased  for  the  first  time  since  1948,  and  a  2  percent  decline  in  the 
1957  calf  crop  further  suggests  that  cattle  numbers  have  enteri'd  a  down¬ 
ward  cyclical  phase.  Pig  crops  in  the  spring  and  fall  of  1956  and  in  the 
spring  of  1957  were  reduced  below  the  levels  of  the  preceding  year,  though 
by  successively  narrower  margins.  Prices  of  meat  animals  were  conse¬ 
quently  about  one-third  higher  by  late  1957  than  they  had  been  two  years 
earlier.  Since  prices  of  milk  and  dairy  products  were  firm,  cash  receipts 
from  marketings  of  livestCK-k  and  livestock  products  were  about  6  percent 
higher  in  1957  than  in  1956. 

Exports  and  Stocks 

The  value  of  agricultural  exports  in  hscal  1957  reached  $4.7  billion, 
an  increase  of  17  percent  over  the  previous  record  attained  in  1952;  and  the 
volume  of  exports  exceeded  by  30  percent  the  record  reached  in  1919. 
Shipments  hnanced  through  special  Government  programs  (Chart  12)  — 
mainly  sales  for  foreign  currencies  under  Public  Law  480,  barter  transactions, 
and  outright  commodity  donations — comprised  fully  40  percent  of  the  total. 
Of  the  remainder,  a  substantial  portion  moved  under  export  subsidies  in 
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CHART  11 


Indicators  of  Agricultural  Conditions 

Net  farm  income  has  reflected  little  of  the  improvement  m  gross 
farm  income  since  1955. 
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Farm  product  prices  and  the  parity  index  increased  in  1957. 
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SOURCE;  department  OF  AGRICULTURE. 
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Federal  Asricultural  Programs 

CCC  price-support  investment  has  been  reduced  by  enlarged  c 

modity  disposals,  particularly  under  special  export  programs. 
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Net  budget  expenditures  for  agricultural  programs  remain  high, 
and  heavy  losses  are  being  realized  on  commodity  operations. 


BILLIONS  OF  DOLLARS 


NET  BUDGET 
EXPENDITURES  ^ 


realized  cost  of 

^  STABILIZATION  PROGRAMS 


DIRECT  GOVERNMENT 
^  PAYMENTSir 


y  LOANS  AND  INVENTORIES,  JUNE  30 

2/ EXPENDITURES  FOR  AGRICULTURE  AND  AGRICULTURAL  RESOURCES. 
y  PAYMENTS  TO  FARM  OPERATORS  AND  LANDLORDS,  CALENDAR  YEARS 


SOURCES:  department  of  agriculture  and  bureau  of  the  budget. 


1 


various  forms.  On  dollar  sales  of  wheat,  the  subsidy  element  averaged 
about  80  cents  per  bushel.  Under  the  export  program  for  raw  cotton,  ini¬ 
tiated  early  in  19,')6  and  continued  in  the  <  urrent  season,  sales  have  been  at 
competitive  world  pric<‘s,  some  20  percent  below  the  domestic  price.  Com¬ 
modities  valued  in  excess  of  $600  million  (CCC  cost)  were  released  to  barter 
contractors  during  the  Bscal  year  19.')7,  but  activity  declined  sharply  after 
new  regulations  were  issued  in  May  to  help  prevent  displacement  of  normal 
dollar  sales.  Since  August  19.')7,  exports  have  been  running  below  the 
very  high  monthly  levels  of  the  preceding  year. 

Under  present  circumstances,  variations  in  the  rate  of  export  shipments 
exert  their  major  influence  on  the  level  of  commodity  stocks,  not  on  current 
crop  prices  or  fann  income.  Carry-overs  of  cotton,  wheat,  and  rice  were 
reduced,  and  investment  by  the  C’ommodity  Credit  Corporation  (CCC)  in 
price-support  loans  and  inventories  on  November  30.  19.')7  was  $1.0  billion 
lower  than  a  year  earlier.  However,  a  substantial  rise  in  stocks  of  feed 
grains  continues,  and  the  grain  sur|)lus  is  world-wide.  Despite  a  record 
volume  of  international  trade  in  wheat  during  19.36-.')7,  stocks  of  major 
coarse  and  bread  grains  in  the  four  principal  exporting  countries  as  of  July  1 
reached  a  ik'w  high  in  19.57  for  the  fifth  consecutive  year.  Tobacco  stocks 
also  increased  in  19.56  . 57.  in  part  because  newer  high-yielding  varieties 
found  poor  favor  in  domestic  and  exjwrt  markets  alike.  .Ml  stocks  of  CCC- 
owned  wool  have  now  been  sold. 

Crop  Production  and  Prices 

Crop  adjustments  in  1957  were  expected  to  reinforce  the  favorable  export 
experience  and  further  reduce  burdensome  surpluses.  Over  25  million  acres 
were  placed  in  the  Soil  Hank:  acreage  allotments  were  at  the  minimum 
levels  |x-rmitted  by  law;  and  total  harvested  acreage  of  wheat,  cotton, 
and  corn  was  about  25  percent  lower  than  four  years  earlier.  Soil-Bank 
withdrawals  contributed  to  significant  redu(  tions  in  the  output  of  wheat, 
cotton,  rice,  and  tobacco.  Excessive  rainfall  at  harvest  time  adversely  af¬ 
fected  the  (juality  of  several  crops  and  reduced  cotton  production  sharply 
below  early-.season  estimates.  'Fhe  all-crop  production  index  nevertheless 
ecjualed  the  record-matching  106  ( 1947-49=  100)  of  1956,  as  drought  was 
broken  on  the  Great  Plains,  more  acreage  was  diverted  to  soybt'ans  and 
minor  feed  grains,  and  the  upward  trend  in  yields  per  acre  continued.  Total 
feed-grain  output  set  a  new  record. 

Farm  prices  have  reflected  these  developments.  Since  September  1957, 
the  index  of  crop  prices  has  been  lower  than  on  correspxjnding  dates  in 
19.56.  Because  of  improved  prices  for  livestock  and  livestock  products,  how¬ 
ever,  the  general  index  of  prices  received  by  farmers  in  1957  averaged  some 
3  }x*rcent  higher  than  in  the  two  preceding  years.  Record  supplies  of  feed 
concentrates  and  cheap  feed  relative  to  livestock  prices  are  now  encouraging 
expansion  of  hog  production  and  heavy  feeding  of  beef  cattle. 
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Financial  Position  of  Farmers  9 

Realized  cjross  farm  income  was  1  percent  higher  in  1957  than  in  1956.  | 

However,  higher  cash  receipts  from  livestock  and  an  increase  of  nearly  half  J 

a  billion  dollars  in  Soil-Bank  payments  were  not  sufficient  to  counteract  re-  S 

ductions  in  crop  marketings  and  increases  in  production  expenses.  Unusual 
weather  conditions  in  the  autumn  lowered  cash  receipts  from  cotton,  de-  ^ 
layed  marketings  of  hogs  to  allow  feeding  of  wet  corn,  and  thus  adversely  fl 

affected  farm  income  in  the  fourth  quarter.  Net  realized  farm  income,  8 

while  higher  than  in  1955,  declined  from  $12.1  billion  in  1956  to  an  esti-  I 
mated  $12.0  billion  in  1957.  .\fter  adjustment  for  net  change  in  inven-  1 
tones,  net  farm  income  was  the  same  as  in  1956. 

Most  of  the  increase  in  total  expenses  was  due  to  higher  overhead  costs — 
depreciation  charges  that  reflect  heavy  capital  investment  in  earlier  years,  tax 
payments,  and  interest.  More  expensive  feeder  livestock,  motor  vehicles, 
and  fann  machinery  contributed  to  a  4  percent  rise  in  the  index  of  prices 
paid  for  all  items  (including  interest,  taxes,  and  wage  rates')  and  held  the 
statutory’  parity  ratio  at  its  1956  level.  a 

The  over-all  financial  position  of  agriculture  continues  to  show  strength.  g 

The  value  of  farm  land  per  acre  on  November  1,  1957,  was  7  percent  higher  3 

than  a  year  earlier  and  one-fourth  higher  than  in  1951.  This  was  the  'I 

main  factor  lifting  the  value  of  proprietors’  equities  to  an  estimated  $168.4  B 

billion  as  of  Januar\-  1,  1958,  about  7  percent  above  the  previous  peak.  A  H 

further  rise  in  real  estate  debt  also  occurred,  but  the  ratio  of  total  liabilities  a 

to  proprietors’  equities  declined.  Relatively  few  farms  are  being  ofTered  3 

for  sale,  and  foreclosures  in  1957  were  below  the  relatively  low  rate  in  1956.  H 

Efforts  to  enlarge  existing  holdings  in  the  interest  of  improved  efficiency,  3 

demands  for  rural  home  sites,  and  other  nonfarm  uses  for  farm  land  in  H 

some  regions  all  lend  strength  to  farm  land  values.  To  some  extent,  these 
higher  land  prices  also  reflect  the  capitalized  value  of  Government  pro-  N 
grams  to  sustain  farm  income  and  prices.  1 

The  Extent  of  the  Over-All  Decline  N 

The  decline  in  over-all  economic  activity  that  had  taken  place  by  the  end  1 
of  1957  was  moderate.  The  Nation’s  output  of  goods  and  services  in  the  :i| 
fourth  quarter  was  less  than  1  /a  percent  below’  the  total  reached  in  the  third 
quarter.  Nonagricultural  employment  in  December,  adjusted  for  seasonal  ^ 
changes  in  the  number  of  jobs,  was  about  2  percent  below  the  summer  peak,  , 
and  personal  income  had  declined  by  less  than  1  percent.  i  \ 

Final  purchases  of  goods  and  services  were,  in  the  aggregate,  virtually 
unchanged— only  $1  billion  less  than  in  the  third  quarter — but  inventories, 
which  had  been  accumulating  at  the  rate  of  $2  billion  annually  in  the  third  f- 
quarter  of  the  year,  were  being  used  up  in  the  fourth  quarter  at  the  rate  of 
$3  billion  or  more.  Adjustments  in  inventory  holdings,  therefore,  accounted 
for  most  of  the  declines  in  production,  employment,  and  income  which  de¬ 
veloped  toward  the  year’s  end. 
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■cause  of  the  hiph  level  of  private  investment  expenditures  and  of  Gov¬ 
ernment  purchases,  and  the  strength  of  consumer  demand,  labor  income 
declined  by  only  1  percent  b<‘tvveen  the  third  and  the  fourth  quarters  of  the 
year.  And  since  other  forms  of  income,  notably  payments  to  individuals 
under  various  income-maintenance  programs,  increased  in  the  fourth  quar¬ 
ter,  total  personal  income  fell  even  less  than  1  percent.  Personal  income 
after  taxes  fell  by  $2  billion  in  the  fourth  quarter,  and  personal  consumption 
expenditures  by  $1  billion. 

Thus,  the  over-all  decline  has  been  moderate,  despite  rather  sharp  re¬ 
ductions  in  inventories  and  in  industrial  production.  Purchases  of  goods 
and  services  for  final  use  have  been  well  sustained;  incomes  have  held  up 
well;  and  the  continuing  high  level  of  retail  purchases  attests  to  the  confi¬ 
dence  of  consumers  in  their  e(  onornic  position. 


Chapter  3 

Foreign  Developments  and  the  American  Economy 

The  interaction  between  economic  developments  in  other  coun¬ 
tries  and  in  the  United  States  was  attain  evident  in  1957.  In  the  early 
part  of  the  year,  foreijCjn  demand  exerted  a  strongly  expansive  effect  on  the 
American  economy.  United  States  exjwrts,  which  had  already  been  rising 
rapidly  with  the  growth  in  economic  activity  abroad,  increased  with  unusual 
force  as  a  result  of  demands  arising  from  the  closure  of  the  .Sue/  C'anal 
and  other  temporary  circumstances.  These  special  demands  subsided  at 
the  same  time  that  the  pace  of  economic  expansion  abroad  slowed  down, 
and  United  States  exports  declined  from  the  record  level  of  the  first  half 
of  the  year.  United  States  imjwrts  varied  only  slightly,  in  total  amount, 
from  the  1956  level,  though  the  demand  for  raw  material  imjjorts  declined 
in  the  latter  part  of  the  year,  as  a  result  of  reduced  industrial  activity. 

When  economic  activity  contracted  in  1955-54,  United  States  demand 
for  imports  fell  for  a  time.  However,  the  outflow  of  dollars  through  capital 
investment  and  in  other  ways  increased ;  this  strengthened  the  foreign 
exchange  positions  of  other  countries  and  helped  promote  economic  expan¬ 
sion.  The  continued  rise  in  industrial  production  in  Western  Europe  sup¬ 
ported  world  trade  and  commodity  prices  and  contributed  to  an  upturn  in 
economic  activity  in  the  United  States. 

In  the  months  ahead,  developments  in  the  United  States  economy  and 
in  its  external  trade  and  financial  relations  will  influence,  and  be  influenced 
by,  economic  developments  in  other  countries.  It  is  important  that  policies 
pursued  here  and  abroad  promote  economic  growth  and  counteract  strains 
that  would  lead  to  raising  and  hardening  trade  barriers  among  nations. 

Changes  in  I^roduction 

Industrial  production  abroad  (excluding  output  of  countries  in  the  Soviet 
bloc)  averaged  about  4  percent  higher  in  1957  than  in  1956,  and  close  to 
double  the  prewar  output  (Table  7).  In  most  countries,  the  lead  in  the 
exceptionally  rapid  expansion  since  1953  was  taken  by  the  metal  and 
metal-fabricating  industries,  to  meet  strong  home-investment  and  export 
demands.  In  the  more  developed  countries,  the  demand  for  consumer 
durable  goods  also  proved  to  be  heavy,  as  incomes  and  levels  of  living  rose; 
during  1956,  textile  manufactures,  which  had  previously  lagged,  joined 
in  the  rise. 
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Table  7. — World  industrial  production,  1955-57 
[Index,  1953-1001 


Country 

19.55 

19.58 

1957 

1  1  ' 

First  1  .Second  |  Third  |  Fourth 
quarter  quarter^quarter  quarter 

* 

•Not  s)>a.sonally  adjusted 

World:  ' 

1 

Including  United  .'States. . .  - - - - 

iin 

>  115 

119 

120  i 

»  115  1 

(•) 

Excluding  Unlte<l  Stat*'.^ 

1  IIS 

»  12A 

1 

129  ! 

133 

•  127 

(•) 

.Sea.s<>nally  adjusted 

OE EC  countries  j 

119 

1 

125 

130 

131 

131 

>  131 

Austria.  1 

i:i3  ' 

1.3S 

144 

146 

147 

(•) 

llelKlum..  1 

iifi  1 

ni 

127 

125 

*  117 

(») 

Denmark 

112 

III 

IIS 

116 

113 

(‘) 

France  j 

117 

•  1'29 

142 

143 

144 

'  151 

Oermany,  Federal  Republic  . 

129 

1.39 

147 

14S 

146 

'  146 

Oreece 

130 

134 

142 

145 

149 

(‘) 

Ireland... 

IDS 

1 

102 

104 

100 

(•) 

Italy  - 

IIK 

12S 

135 

137 

138  1 

(‘) 

.Netherlands..  . 

ns 

124 

1.30 

127 

128 

»  124 

Norway  . 

117 

,  P22 

123 

i  '28  : 

12S  1 

'  128 

Sweflen  . . . . 

111 

114 

1  ns 

120 

119  ' 

(*) 

United  Kingdom . 

114 

113 

113 

116 

116  1 

■  115 

Canada  . 

107 

i  114 

i 

115 

114 

»  112 

United  .states  . 

im 

,0, 

j  109 

107 

107 

104 

Not  seasonally  adjusted 

India . . . 

133 

149 

(*) 

(*) 

Japan  . 

150 

164 

164 

'  159 

YuKoslavla  . 

1.50 

185 

170 

(•) 

111 

120 

'  131 

(‘) 

Chile . 

95 

(*) 

(•) 

(•) 

(4) 

(4) 

(•) 

(‘) 

Mexico . 

1 

1  130 

(*) 

(•) 

(') 

(•) 

'  KxeliidtnK  USSR  and  other  members  of  the  ‘Soviet  bloc. 

•  Qiiarterlv  ftjfures  for  1950  are;  for  the  world  including  United  States,  IM.  118.  112,  119:  for  the  world 
eicltidlng  United  SUtes,  122,  12».  122,  130 

•  Preliminary  estimates  by  Council  of  Economic  .Adrisers. 

•  Not  available. 

•  Reflects  July  strike. 

•  Averaite  of  quarterly  flftures  for  1958  would  be  134. 

'  Partial  data  for  quarter. 

.Sources:  United  Nations  and  Oryanitatlon  for  Euroiiean  Economic  Cooperation  (except  as  noted). 

These  gains  in  industrial  production  were  achieved  in  Western  Europe 
generally  by  May  1957,  and  there  appears  to  have  been  no  further  over-all 
increase  since  then.  Production  in  the  Federal  Republic  of  Germany,  after 
a  pace-setting  rise  up  to  mid- 1956  and  a  further  vigorous  increase  in  the 
first  quarter  of  1957,  fell  in  the  summer  but  turned  upward  again  in 
the  autumn.  The  revival  in  the  United  Kingdom’s  industrial  output 
starting  in  the  spring  did  not  go  much  beyond  the  level  reached  at  the  end 
of  1955.  In  France,  however,  the  industrial  upsurge  that  began  in  1954 
continued  during  1957;  but  it  was  accompanied  by  inflationary’  pressures 
and  produced  an  imbalance  in  trade  and  a  depletion  of  foreign  e.xchange 
reserves. 

Industrial  output  in  Canada  leveled  off  in  the  early  months  of  1957  and 
then  receded.  Japanese  production,  after  a  long  and  rapid  increase,  de- 
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rlinrd  aftrr  July.  Industrial  artivitv  in  India  and  Yuc^oslavia  con' 
tinned  to  expand  rapidly,  but  this  was  not  typical  of  less  developed  countries 
as  a  whole.  In  Latin  .America,  the  total  volume  of  mining  output  expanded 
appreciably,  but  manufacturing  appears  to  have  been  only  moderately 
higher  than  in  1956. 

Although  the  growth  of  demand  slackened  in  some  countries,  a  slower 
rate  of  increase  in  output  was  inevitable  because,  in  a  number  of  cases, 
industrial  production  had  begun  to  crowd  the  physical  limits  set  by  existing 
plant  capacity  or  by  the  supply  of  labor.  Moreover,  in  response  to  the  rise 
of  prices  and  wages,  the  monetary  authorities  in  most  of  the  developed 
economies  restricted  credit,  thereby  restraining  investment  outlays.  In 
several  countries,  loss  of  foreign  exchange  reserves  as  the  result  of  trade 
deficits  or  speculative  capital  movements  compelled  policies  of  restraint. 

The  Course  of  World  Trade 

Total  world  exports  (excluding  those  of  the  Soviet  bloc)  reached  an 
annual  rate  close  to  .$100  billion  during  the  first  half  of  1957.  In  physical 
terms,  exports  were  8  percent  above  those  in  the  first  half  of  1956  and  nearly 
40  percent  above  the  same  period  of  1953  (Chart  13).  In  recent  months 
there  has  been  little  further  expansion.  Trade  among  the  industrial  coun¬ 
tries  accounted  for  most  of  the  increase  to  mid- 1957.  In  relative  terms, 
however,  some  of  the  sharpest  increases  were  in  impxrtrts  of  certain  of  the 
less  developed  countries  (Table  8) .  Most  of  this  rise  was  in  their  trade  with 
the  United  States  and  other  industrially  developed  countries. 


Table  8, — Changes  in  world  trade,  1955-57 


Exports 

Imports 

Area 

Jtily 

18.V1- 

June 

'  1 

1  Percentage 

\,  lncrea.se  I 

1  July 

1956- 
1  June 

Percentage 

lncrpa.se 

19,17 

(billions 

of 

dollars) 

First  half 
19.15  10  : 
first  half 
!  19.16 

First  half ! 
19,16  to  1 
first  half 
19.17 

1 

i  19,17  1 

1  (billions 
of  1 

dollars) 

First  half 
I9.M  to 
first  half 
!  19.16 

First  half 
19.16  to 
first  half 
19.17 

World  ' . 

94.9 

12.2 

10.9  ^ 

1 

!  103.1 

11.0 

11.9 

Northern  North  America  >. . 

24.1  1 

16.8 

18.7  i 

20.7 

17.9 

3.5 

Latin  America . 

8.6 

'  10.6 

2. 1  1 

8.3 

27 

14  4 

Western  Europe  (OEEC  countries). 

38.3 

i  >2. 2 

11.8  ; 

4.1.5 

j  10.5 

14.0 

To  or  from  other  Western 
European  countries . 

19.7 

11.3 

12.9 

i  20.2 

!  11.6 

11  9 

To  or  from  other  areas . 

18.6 

13.0 

10.7 

1  25.3 

i 

15.7 

Overseas  territories  of  continental 

We.stem  Europe . 

2.8 

6.8 

.7 

3.7 

2.5 

18.0 

Outer  sterling  ai^ . 

12.0 

!  .1.9 

4.5 

12.8 

7.1 

7.3 

.Middle  East* . 

2.2 

j  24. 5 

3.4 

2.2 

11.9 

1.8 

Far  East  > . 

4.7 

14.2 

12.4 

6.9 

17.8 

34.0 

Other  countries . 

2.2 

2.2 

8.4 

3.0 

9.3 

12.1 

'  Excludes  USSR  and  other  members  of  the  Soviet  bloc. 

*  Exports  exclude  military  aid  shipments  by  United  States  and  Canada. 

•  Excludes  countries  belonKlnK  to  the  sterlini;  area. 

Sources:  Department  of  Commerce,  based  on  data  from  United  Nations  and  Organization  for  European 
Economic  Cooperation. 


CHART  13 


Purchases  of  American  poods  and  services  hv  foreign  countries  rose  with 
exceptional  vipor  durinp  the  first  quarter  of  IPfi?  to  an  annual  rate  of  about 
$27  billion,  25  percent  hipher  than  a  year  earlier  (Chart  14) .  They  main¬ 
tained  this  rate  durinp  the  second  quarter  and  most  of  the  third,  but  declined 
in  the  autumn. 

Exports  of  three  commodities — petroleum  (and  products) ,  raw  cotton,  and 
wheat — topether  increased  bv  $850  million  and  accounted  for  nearly  one-half 
of  the  increase  in  total  Ignited  States  merchandise  exjxirts  between  the  first 
half  of  1956  and  the  first  half  of  1957.  The  larpe  rise  in  petroleum  ship¬ 
ments  resulted  from  the  temporar>-  disruption  of  traffic  throuph  the  Suez 
Canal.  Cotton  shipments,  which  had  been  abnonnally  low  in  195.5-56 
prior  to  the  reduction  in  the  United  States  exjx)rt  price  to  woild  market 
levels,  rose  to  exceptionally  hiph  amounts  as  foreipn  stocks  were  rebuilt. 
Exports  of  wheat  were  unusually  larpe.  primarily  b<‘cause  of  the  }K)or  Euro¬ 
pean  harvest  in  1956  and  larpe  special-propram  shipments  to  .Asian  countries. 

In  addition  to  these  special  circumstance's.  United  States  ex^x^rts  Ix'ne- 
fited  from  reductions  achieved  in  trade  barriers  abroad  and,  until  mid- 1957, 
from  the  peneral  buoyancy  of  foreipn  demand.  Sales  of  l)Oth  industrial 
materials  and  capital  equipment  rose  as  industrial  activity  expanded  abroad 
(Table  9) .  Exports  of  many  products,  such  as  steel,  scrap,  and  machinerv’, 

T.sble  9. — U.  S.  mfTchandise  exports  and  imports,  ]953-57 


[Millions  of  dollars] 


Commodity  (troup 

1953-.V) 

19.16  j 

19.17 

'  Quarterly  average 

1 

First 
quarter  j 

1 

Second  | 
quarter 

Thlnl 

quarter 

Domestic  exiwrts  ' . 

3.24S 

4,286  j 

.1, 043 

.1, 089 

4,  437 

Producers’  supplies  and  materials: 

Cotton,  tobacco,  and  other  aitricultural  mate¬ 
rials _ 

1 

mi 

j 

i 

.V31 

4.V3 

378 

Xonafrricultural  materials _ 

1,0,1.1 

1,474 

1,847 

1,847 

1,62.1 

Capital  equipment . 

l,03fi 

1,326 

1,4.32 

1,643 

1,4.30 

Con.sumer  aoods: 

1 

Food . 

4fi4 

68.1 

762 

709 

.19.1 

Other  consumer  eoods . 

346 

j  .380 

396 

1  397 

348 

Miscellaneous . 

43 

56 

75 

60  1 

61 

General  Imports . 

2,706 

3.  151 

3,237  1 

3,205 

3,  197 

Producers’  supplies  and  materials; 

1 

Petroleum  and  products . 

2I» 

320 

360 

382 

406 

Other  materials  used  in  pro<luction  of  non¬ 
durable  poocls  * .  . 

514 

570 

.180 

.160 

.118 

Materials  used  in  piwluction  of  durable 
(foods .  . 

756 

918 

1  j 

H34  1 

884 

873 

Materials  used  In  attrlculture . 

94 

84 

94 

101 

85 

Capital  equipment  • . 

.18  j 

92 

iai 

108 

92 

Consumer  goods: 

1 

Food,  hevcra(tes,  and  drugs . 

797 

793 

879 

737 

747 

Other  consumer  goods . 

228 

318 

3.32 

3.19 

414 

Miscellaneous . ! 

40  ' 

.15 

.^3 

74 

62 

I 


'  Excludps  military  aid,  and  motion  picture  films  exported  on  a  royalty  basis. 

*  Includes  newsprint  and  paper  base  stocks  and  tobacco. 

•  Includes  atrricultural  machinery. 

Note. — Detail  will  not  necessarily  add  to  totals  because  of  roundinft. 

Source:  Department  of  Commerce. 
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CHART  14 


U.  S.  Balance  of  Payments 

The  excess  of  U.  S.  receipts  from  other  countries  over  payments  to 
them  led  to  reductions  m  foreign  gold  and  dollar  holdings  in  1957. 

BILLIONS  OF  dollars 

_  !  SEASONALLY  ADJUSTED  1 
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SOURCE  department  of  commerce 
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were  facilitated  by  the  possibility  of  obtaining  deliver\-  more  rapidly  from 
the  United  States  than  from  other  sources,  though  this  entailed  some  addi¬ 
tional  upward  pressure  on  United  States  prices  of  such  goods.  Exports  of 
consumer  finished  goods,  on  the  other  hand,  rose  more  slowly. 

As  the  year  progressed,  foreign  demand  for  United  States  output  de¬ 
clined  from  the  very  high  rate  of  the  early  months.  Late  in  the  year,  the  vol¬ 
ume  of  exports  had  fallen  to  a  level  slightly  Im'Iow  that  of  12  months  earlier 
and  was  at  an  annual  rate  markedly  lower  than  in  the  first  six  months 
of  1957. 

The  expansion  of  imports  into  this  country,  though  much  smaller  than 
the  rise  in  exports,  was  fairly  general  and  substantial  from  1954  to  1956. 
Further  growth  of  imports  has  been  limited,  with  increases  occurring 
chiefly  in  petroleum  and  products  and  consumer  manufactures  including 
automobiles  (Table  9'i .  Imports  of  industrial  materials,  other  than  petro¬ 
leum,  which  had  constituted  nearly  half  of  total  imports  in  1953-56, 
reflected  the  decline  in  domestic  manufacturing  production  and  showed 
some  effect  of  reductions  in  prices. 

International  Financial  Developments 

Disparities  between  movements  in  exports  and  in  imports  gave  rise 
to  some  e.xceptionally  large  trade  deficits  and  consequent  difficulties  in 
international  payments.  In  India,  heavy  private  and  public  demands 
generated  by  the  program  for  economic  development  caused  the  trade 
deficit  to  increase  by  an  annual  rate  of  more  than  $600  million  fioni 
the  first  half  of  1955  to  the  first  half  of  1957.  Smaller  increases  occurred 
in  some  other  less  developed  countries.  Trade  deficits  also  rose  in  some 
of  the  industrially  more  advanced  countries  over  the  same  two-year  period — 
by  an  annual  rate  of  $1,550  million  in  France,  almost  $1,400  million  in 
Japan,  and  $640  million  in  the  Netherlands.  These  changes  had  their 
counterpart  in  increased  trade  surpluses  of  a  few  other  countries.  That  of 
the  United  States  rose  by  an  annual  rate  of  $4, .500  million  and  that  of 
Western  Germany  by  a  rate  of  $600  million. 

The  deficits  and  surpluses  arising  in  international  trade  in  the  recent 
past  were  to  a  large  extent  offset  by  capital  movements.  Much  of  the 
large  increase  in  the  excess  of  our  exports  over  impiorts  of  goods  and 
services  in  the  last  few  years  was  made  possible  by  a  rapid  growth  in  the 
outflow  of  United  States  private  capital.  Although  private  American 
investment  abroad  fell  sharply  in  the  third  quarter  of  1957,  it  was  still 
relatively  high.  United  States  Government  grants  and  credits  remained 
close  to  previous  levels  and  continue  to  contribute  significantly  to  our  ex¬ 
port  surplus  (Chart  14) . 

In  a  number  of  countries,  however,  trade  balances  were  not  covered 
by  capital  movements;  and  in  several  cases  capital  outflows,  particularly  of 
a  speculative  nature,  increased  rather  than  alleviated  these  strains.  The 
United  Kingdom  achieved  a  surplus  on  current  account  but  experienced 
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a  still  lari»rr  outflow  of  capital.  Much  of  this  outflow  was  due  to  speculative 
operations,  concentrated  first  during  the  period  of  the  Suez  crisis  and  again 
during  the  summer  of  19.‘)7. 

'I'he  net  result  of  these  movements  on  trade  and  capital  account  was  a 
sharp  fall  in  the  gold  and  foreign  exchange  reserves  of  a  number  of  coun¬ 
tries,  notably  France,  the  United  Kingdom,  India,  Japan,  the  Netherlands, 
and  Belgium.  In  addition,  heavy  demands  were  made  u|x>n  the  resoun  es 
of  the  International  Monetary  Fund,  and  further  credits  were  obtained 
through  the  Fluropean  Payments  Union.  Part  of  these  gold  and  exchange 
resourc<“s  were  used  in  settlements  with  th(‘  Unit<’d  States.  I  he  net  declim- 
in  the  gold  and  dollar  balances  of  foreign  countries  and  of  international 
institutions  attributable  to  transactions  with  this  country  amounted  to  .$900 
million  during  the  year  (‘nded  September  30,  19.’)7.  A  substantial  inflow 
of  fon'ign  private  capital  played  a  role  in  these  movements;  some  of  these 
assets  are  potential  sources  of  additions  to  foreign  currency  reserves. 

C'ertain  foreign  countries,  however,  added  significantly  to  their  gold  and 
foreign  exchange  holdings  during  that  period.  The  increase  amounted  to 
$l,6r)0  million  in  Western  Germany.  Other  major  increases  were  .$800 
million  in  Wnezucla  and  $300  million  in  C’anada,  influenced  in  both  cases 
by  large  capital  inflows,  chiefly  from  the  United  States.  .\ustralia’s  gold 
and  foreign  exchange  holdings,  mainly  in  sterling,  rose  by  about  $500  million. 

In  several  countries,  notably  the  United  Kingdom,  the  Netherlands,  and 
Japan,  exchange  positions  took  a  turn  for  the  better  before  the  end  of  1957. 
Credit  policy,  operating  externally  on  speculation  and  internally  on  invest¬ 
ments  and  inventories,  was  the  major  corrective  measure.  France,  how¬ 
ever,  resfwnided  to  continued  losses  of  exchange  reserv'es  by  devaluing  the 
franc  and  tightening  trade  controls.  Within  the  French  economy,  the 
pressure  of  demand  remained  strong  and  consumer  prices  rose  further, 
whereas  in  most  European  countries  retail  prices  increased  much  less  than 
in  other  recent  years. 

Western  Germany’s  strong  external  position  and  some  easing  of  domestic 
demand  permitted  a  reduction  in  its  central  bank  discount  rate  while  other 
countries  were  raising  theirs.  Western  Germany  was  also  able  to  provide 
some  direct  relief  to  the  international  payments  situation  by  prepayments 
on  long-term  debts  and  by  new  loans. 

Demand  in  the  nonindustrial  countries  has  continued  strong,  as  shown 
by  the  further  rise  in  the  imjxirts  of  this  group  of  countries  in  the  third 
quarter  of  1957.  Thus,  United  States  exports  of  machinery  to  Latin 
.America  in  that  period  expanded  further,  although  machinery  exports  to 
Canada  and  Western  Europe  declined.  In  a  number  of  the  less  developed 
countries,  the  increases  in  imports  reflected,  in  part,  inflationary  internal 
conditions  and  resulted  in  continued  difficulties  in  international  payments. 

The  foreign  exchange  earnings  of  a  number  of  countries  heavily  de¬ 
pendent  on  the  export  of  primary  products  have  been  reduced  as  the  result 
of  declines  in  prices  of  certain  commodities — including  minerals  and  metals 
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and  some  foodstuffs  and  fibres— as  enlarged  capacity  and  output  encountered 
some  slackening  in  export  demand.  The  effective  buying  power  of  the 
primary  producing  countries  has  been  further  impaired  by  the  rise  in  prices 
paid  for  imports  of  manufactured  goods. 

Futi're  Problems  and  Policies 

.Mthough  world  production  and  trade  are,  for  the  time  being,  not  rising 
at  the  rapid  rate  of  recent  years,  the  fx)ssibilities  for  further  advance  remain 
great.  Potential  demands  abroad  for  consumer  goods,  for  public  facilities, 
and  for  other  types  of  investments  continue  to  be  large.  Most  govern¬ 
ments  today  recognize  a  responsibility  for  pursuing  |Milicies  to  promote  high 
levels  of  economic  activity.  The  industrially  less  developed  countries  are 
eager  to  push  ahead  with  their  economic  development.  Vigorous  growth 
abroad  will  help  fulfill  universal  aspirations  for  economic  betterment  and 
can  result  in  a  rising  level  of  demand  for  United  States  goods  and  services. 

The  actual  course  of  foreign  economic  developments  will  be  influenced  in 
significant  measure  by  developments  in  our  own  economy  and  in  our  foreign 
and  domestic  policies.  Whether  jwtential  external  demands  for  our  goods 
and  services  materialize  will  depend  primarily  upon  foreign  opportunities 
to  earn  dollars  through  exports  to  the  United  States  or  to  obtain  loans  and 
investments.  These  opportunities  have  expanded  swiftly  ever  since  the  end 
of  the  war,  with  only  minor  interruptions,  and  have  played  an  essential  role 
in  world  economic  growth.  If  the  outflow  of  dollar  payments  should  cease  to 
grow  or  should  contract,  the  continuation  of  economic  expansion  abroad 
would  become  more  difficult  to  achieve  and  measures  aimed  at  restricting 
purchases  from  the  United  States  might  result,  because  of  lack  of  dollars  to 
pay  for  them.  A  continued  rise  in  the  outflow  of  dollar  payments,  on  the 
other  hand,  would  make  for  a  mutually  reinforcing  economic  expansion  here 
and  abroad. 

The  economic  piolicies  of  the  United  States,  both  domestic  and  fonugn. 
have  an  important  bearing  on  these  prospects.  In  the  field  of  domestic 
economic  policy,  growth  and  stability  are  important  objectives  not  only 
for  this  country’s  welfare  but  also  for  their  effects  on  foreign  countries 
through  our  imports  and  in  other  ways.  In  the  field  of  foreign  economic 
piolicy,  our  aims  are  expressed  in  programs  of  economic  and  technical  assist¬ 
ance  for  promoting  economic  development  abroad  and  in  efforts  to  extend 
the  liberalization  of  trade. 

In  all  of  this,  we  stand  to  benefit  not  only  by  the  rise  in  foreign  demand 
for  our  exports  but  also  by  the  increase  in  foreign  capacity  to  meet  our  import 
needs.  The  contribution  made  by  impiorts  to  our  welfare  includes  the 
satisfaction  of  certain  essential  requirements  and  a  widening  of  the  variety 
of  goods  available  to  our  consumers  and  producers.  These  results  are  to 
the  good  of  the  Nation.  It  would  be  a  grave  loss  to  impede  our  access  to 
needed  imports  or  to  isolate  ourselves  from  the  specializations  and  skills  of 
other  countries. 
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Chapter  4 

Economic  Opportunities  and  Challenges  Ahead 

As  \VK  A  I  I  KNIP  F’  to  evaluate  the  current  econoinie  situation  and  the 
outhxik  for  the  year  ahead,  vve  must  he  alert  to  the  limitations  of  our 
information  (oneerninp  many  fa(  tors  that  will  influenc  e  the  outcome  and, 
aliove  all,  to  the  uncertainties  that  attemd  any  efTort  to  chart  beforehand 
the-  ccHirsc'  that  our  free  c'conomy  will  take.  However,  it  seems  likely  that, 
in  thc‘  curre-nt  year,  change's  in  spx-nding  by  business  concerns  on  new  facili¬ 
ties  and  ecjuipmc-nt  and  by  Oovernment  on  defense  prc5curement  will  signifi- 
cantlv  influence  the  magnitude  and  duration  of  the  movement  of  inventories 
and,  in  conjunction  with  inventory  changes,  the  course  of  over-all  economic 
activity.  .Accordingly,  attention  may  usefully  be  directed  first  to  these  im¬ 
portant  c  omponents  of  the  demand  for  goods  and  services. 

.AI’I’R.MS.M,  of  TIIK  Ct’RRKNT  ECONOMIC  SlTl'.\TION 

.Although  an  extension  into  19.')8  of  the  decline  in  business  expenditures 
on  plant  and  c'cjuipment  is  suggestc'd  by  data  on  new  orders  and  contracts, 
and  by  information  on  businc'ssme-n’s  investment  intentions,  the  magnitude 
of  the  dc'cline  and  its  duration  are  uncertain.  Decisions  regarding  thc-se  ex¬ 
penditure's  are  influencc'd  by  a  variety  of  conditions  that  affect  particular 
industries  and  firms  and  are  subjec  t  to  rapid  change.  The  outcome  will  be 
c'spc'cially  affc'ctc'd  by  sales  experience  and  expectations.  .A  decline  in  invest- 
inc'nt  spending  seldom  lasts  only  a  few  months;  however,  in  some  industries 
reductions  began  as  early  as  19.')6,  and  in  many  others  they  have  been  in 
progress  during  much  of  19.')7.  .Also,  certain  conditions  that  tend  to  limit 
the  decline  may  be  noted.  Pressures  to  reduce  costs  and  to  improve  products 
continue  and  in  some  respects  have  been  intensified.  Research  and 
development  activities,  which  are  cumulative  in  their  results,  continue  at 
a  high  level  and  are  certain  to  yield  many  practical  suggestions  for  under¬ 
takings  the  financial  feasibility  of  which  will  be  enhanced  by  the  greater 
availability  and  lower  cost  of  capital  and  credit. 

For  other  categories  of  investment  exp)enditures,  many  evidences  of 
strength  are  apparent.  There  are  signs  that  the  rise  in  residential  con¬ 
struction  outlays  will  continue,  possibly  at  a  faster  pace.  Well-maintained 
pc'rsonal  incomes,  ^reater  availability  of  mortgage  credit,  and  recent  moves 
to  reduce  the  cash  investment  n'quired  for  home  purchase  will  help  achieve 
this  result.  Expenditures  for  the  construction  of  various  typtes  of  private 
institutional  buildings  have  been  rising  for  several  years.  Growing  needs  for 
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such  facilities  and  the  iniprovenient  in  financing  conditions  reinforce  the 
evidence  provided  by  contract  awards  that  outlays  on  this  type  of  construction 
should  continue  to  rise  moderately. 

Foreign  demand,  on  the  other  hand,  is  likely  to  exert  a  moderately  con¬ 
tractive  influence  on  economic  activity  for  the  time  being.  The  reasons 
for  this  arc  discussed  in  Chapter  3.  They  include  the  passing  of  the  spec  ial 
circumstances  which  accounted  for  part  of  the  sharp  increase  in  United 
States  exports  in  1956  and  early  1957,  some  slowing  down  in  economic 
expansion  abroad,  and  pressure  on  the  foreign  exchange  jxwitions  of  certain 
nations  abroad.  While  a  reduction  in  some  categories  of  United  States 
import  demand  is  also  evident,  exports  seem  likely  to  decline  relative  to 
imports.  This  development,  in  conjunction  with  other  international  eco¬ 
nomic  transactions,  would  involve  a  further,  though  probably  modest,  re¬ 
duction  in  net  foreign  investment  and  hence  in  the  stimulus  provided  to 
production  and  employment  from  this  quarter. 

In  view  of  the  necessary  acceleration  of  certain  defi'nse  programs,  and  the 
steps  already  taken  to  give  effect  to  this  change,  national  security  expendi¬ 
tures  may  be  expected  to  increase  during  the  year  ahead.  Insofar  as  busi¬ 
ness  activity  is  affected  by  the  award  of  procurement  contracts,  which  are 
being  placed  at  an  increased  rate,  it  may  rise  earlier  and  more  stronglv 
than  the  prospective  increase  in  national  security  expenditures. 

The  growing  need  for  public  services,  and  particularly  the  further 
increase  of  highway  construction,  {X)int  to  a  continued  high  rate  of  increase 
in  the  expenditures  of  State  and  local  governments.  I'he  outlook  for  more 
ample  and  lower-cost  financing  strengthens  this  expectation. 

The  uncertainties  associated  with  estimating  the  movement  of  each  of 
these  major  elements  of  demand  remain,  of  course,  when  an  attempt  is  made 
to  strike  a  balance  for  them  taken  together.  Fhough  the  decline  in  business 
outlays  on  new  plant  and  equipment  may  outweigh  the  combined  rise  in 
other  types  of  investment  expenditures,  this  is  likely  to  be  offset  by  the 
necessarily  larger  outlays  on  certain  defense  procurement  items  and  by  the 
rising  expenditures  of  .State  and  local  governments.  ,‘\nd  the  rate  of  inven¬ 
tory  reduction  may  not  be  substantially  greater  than  it  has  been  so  far. 
if  the  balance  between  government  expenditures  and  business  capital  out¬ 
lays  is  favorable  and  if  personal  incomes  and  consumption  expenditures 
are  well  maintained,  as  seems  likely. 

These  considerations  suggest  that  the  decline  in  business  activity  need 
not  be  prolonged,  and  that  economic  growth  can  be  resumed  without 
extended  interruption.  The  policies  of  Government  will  be  directed  toward 
helping  to  assure,  this  result. 

The  Longer  Perspective 

At  a  time  like  the  present,  when  the  economy  is  adjusting  to  the  largo 
increases  in  productive  capacity  created  in  the  past  few  years,  it  is  well  to 
seek  a  longer  perspective  on  our  economic  prospects  and  to  consider  some 
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of  the  sources  of  strength  for  the  years  ahead.  There  arc  good  grounds  for 
confidence  not  only  that  economic  growth  can  be  resumed  without  pro¬ 
longed  delay,  but  also  that  a  vigorous  expansion  of  our  economy  can  be 
sustained  over  the  years.  Our  domestic  market  for  goods  and  services 
has  about  doubled  every  quarter  of  a  century.  There  is  every  reason  to 
helieve  that  we  shall  do  at  least  as  well  in  the  next  25  years. 

The  vigorous  postwar  growth  of  population  is  a  basic  and  powerful  force 
making  for  expansion  in  the  .American  economy.  Our  numbers  are  in¬ 
creasing  by  some  3  million  a  year,  and  there  is  no  reason  to  doubt  a  strong 
uptrend  in  the  next  cjuarter  centur\’.  In  our  economy,  an  increase  in  popu¬ 
lation  continues  to  mean  new  and  enlarged  markets  for  output.  Over  the 
last  two  decades,  per  capita  consumption  has  increased  by  more  than  50 
percent,  in  spite  of  changes  in  the  age  composition  of  the  population  which 
have  tended  to  lower  basic  needs  per  capita  for  consumer  goods.  After 
this  year  or  the  next,  the  number  in  the  group  aged  13  to  19,  whose  needs 
and  wants  are  much  greater  than  those  of  young  children,  will  increase 
substantially  for  a  decade  or  more. 

The  growth  and  changed  age  distribution  of  our  population  will  require 
greatly  expanded  private  facilities  for  the  production,  transportation,  and 
distribution  of  goods  and  for  services  of  many  kinds,  including  education. 
The  capital  assets  normally  provided  by  Government  must  at  least  keep 
pace,  and  the  expansion  of  some  types  of  public  assets  will  have  to  be 
at  a  faster  rate  to  reduce  ba(  klogs  and  to  supply  services  that  will  be  required 
in  especially  increased  amounts.  The  clearly  indicated  need  for  enlarge¬ 
ment  of  the  capacity  of  our  public  schools,  colleges,  and  universities 
is  a  case  in  point.  Large  and  growing  sums  will  be  spent  by  State  and  local 
governments  to  provide  needed  educational  and  other  facilities  and  services. 
Large  public  and  private  outlays  will  also  be  required  to  develop  and  con¬ 
serve  our  water,  land,  forest,  mineral,  and  energy  resources.  Major  under¬ 
takings  have  been  launched  in  many  cities,  with  Federal  aid,  looking  to  the 
renewal  of  urban  areas,  and  many  more  are  in  the  planning  stages.  State 
and  local  outlays  have  been  rising  at  the  rate  of  $3  billion  a  year,  and  some¬ 
thing  like  this  rate  of  increase  must  continue,  to  keep  pace  with  growing 
requirements. 

Many  activities  of  the  Federal  Government  exert  a  growth-promoting 
influence.  Grants  to  States  for  extending  and  modernizing  our  roads  and 
highways  will  reach  $1.8  billion  in  the  current  fiscal  year  and  $2.4  billion  in 
the  next  fiscal  period.  The  program  for  providing  the  navigational  aids 
necessary  to  jet  air  travel  and  otherwise  modernizing  our  ainvays  will  grow 
in  magnitude  over  the  next  several  years.  Major  improvements  will  be 
called  for  in  the  great  variety  of  physical  facilities  utilized  by  the  Federal 
Government.  Like  the  vast  improvements  in  public  assets  being  under¬ 
taken  by  State  and  Icx  al  governments,  these  Federal  programs  are  designed 
to  keep  pace  with  expanding  public  needs  and  to  facilitate  the  long-term 
expansion  of  our  private  economy.  These  additions  to  the  Nation’s  assets 
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will  have  an  economic  effect  many  times  their  direct  cost  through  the  new 
opportunities  for  profitable  private  investment  which  they  will  inevitably 
open  up. 

A  further  element  of  strength  consists  in  the  increase  of  knowledge  and 
the  improvement  of  technology  which  are  being  steadily  fostered  by  a  huge 
expansion  of  our  educational  system  and  of  research  and  development. 
Billions  of  dollars  are  being  spent  each  year  by  private  industry  and  institu¬ 
tions  on  scientific  and  technical  research,  and  additional  billions  by  the 
Federal  Government.  These  efforts,  including  many  federally  supj)orted 
projects  related  to  national  defense,  will  lead  to  new  products  for  civilian 
use  and  improved  methods  of  production.  Indeed,  a  large  proportion  of 
our  output  in  1957  consisted  of  products  not  in  use  a  decade  or  so  ago.  Then' 
is  every  reason  to  expect  continuation  of  these  trends  in  the  years  ahead. 

It  can  be  safely  anticipated  that  the  momentum  of  economic  development, 
which  has  been  a  notable  feature  of  recent  years  in  most  of  the  advanced 
countries  of  the  world  and  in  several  of  the  less  ad\anced,  will  be  resumed 
as  readjustments  now  in  progress  are  completed.  The  extent  of  inter¬ 
national  economic  cooperation  among  the  free  nations  of  the  world  exceeds 
anything  heretofore  experienced,  and  recent  steps  toward  greater  economic 
integration  in  Western  Europe  hold  out  high  promise.  .Mmost  eveiA-where, 
horizons  have  been  extended  and  greatly  enlarged  economic  potentials  are 
recognized.  In  this  perspective,  the  temporary  strains  now  being  felt  in 
some  countries  and  the  more  basic  problems  of  others  can  be  faced  with 
more  assurance. 

Important  developments  m  recent  years  have  significantly  improved  the 
outlook  for  greater  stability  in  our  economy.  Among  these  are  the  sub¬ 
stantial  progress  of  market  and  economic  research  by  American  busi¬ 
nesses,  and  the  more  orderly  and  longer-range  planning  which  they  now 
undertake  for  the  expansion  and  improvement  of  their  productive  facilities. 
Busines.ses  can  usefully  intensify  these  activities.  In  large  part  because  of 
them,  it  is  less  likely  now  than  in  earlier  years  that  unsound  projects  will  be 
launched  in  a  boom  psychology,  or  that  projects  needed  for  the  long  pull 
will  be  discontinued  in  a  period  of  readjustment. 

The  stability  of  our  economy  is  also  enhanced  by  public  and  private  ar¬ 
rangements,  greatly  extended  in  recent  years,  that  help  maintain  incomes 
in  an  economic  downturn.  The  Federal-State  unemployment  compensa¬ 
tion  system  is  functioning  with  enlarged  coverage  and  somewhat  liberalized 
benefits.  The  broadened  coverage  of  old  age,  survivors,  and  disability  in¬ 
surance  and  the  increasing  volume  of  payments  sustain  the  purchasing  power 
of  many  millions  of  consumers.  Benefits  are  also  paid  in  an  increasing 
volume  to  many  millions  of  persons  under  private  pension  and  welfare  pro¬ 
grams.  Under  our  tax  system,  income  tax  liabilities  vary  directly  with  in¬ 
dividual  and  corporate  income,  so  that  incomes  change  less  after  tax  than 
before  tax.  Such  stabilizers  cushion  the  impact  of  an  economic  decline  and 
improve  the  basis  for  early  resumption  of  growth. 
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I’he  strength  of  our  financial  institutions  provides  a  basis  for  confidence 
both  in  inirnt'diate  economic  prospects  and  in  the  outlook  for  economic 
growth  over  the  longer  run.  Speculative  excesses  have  been  notably  rare 
in  our  recent  experience,  though  consumer  debt  is  higher  than  ever  before, 
it  is  not  dangerously  burdensome  in  a  grow’ing  economv.  The  preva¬ 
lence  of  regularly  s(  heduled  debt  repayment,  both  on  long-term  mortgage  in¬ 
debtedness  and  on  shorter-term  obligations,  reduces  the  risk  of  defaults.  A 
far  greater  proportion  than  ever  before  of  the  assets  of  financial  institutions 
is  |)rotected  by  governmental  insurance  or  guaranty;  and  the  guaranty  of 
liabilities  to  de|xisitors  covers  virtually  all  of  our  banks. 

.\ssured  of  these  continuing  sources  of  economic  and  financial  strength  and 
stabilitv,  business  concerns  and  consumers  can  make  plans  which  will  enable 
the  Nation  to  move  forward  to  new  economic  achievements. 

1  he  latest  challenge  of  international  communism  will  require  a  further 
increase  in  the  economic  claims  of  national  security,  which  are  already  heavy. 
If  we  follmv  suitable  private  and  public  policies,  this  challenge  can  be  met 
without  distorting  our  economy,  or  destr  >ying  the  freedoms  that  we  cherish. 
\\  hatever  our  national  security  requires,  our  economy  can  provide  and  we 
can  afford  to  pay. 


I'lIK  CtlALI.KNGK  TO  Ec.ONOMIC  PoUCIES 

■Mthough  a  realistic  appraisal  of  the  present  economic  outlook  warrants 
confidence,  it  also  requin's  that  we  recognize  an  unfavorable  feature  of  the 
recent  performance  of  our  et  onomy.  In  1957,  the  money  value  of  gross 
national  output  rose  by  almost  5  percent,  but  in  physical  terms  the  increase 
was  only  about  1  pen cnt.  There  was  a  g(x)d  expansion  in  demand  but, 
despite  the  existence  of  unus<-d  capacity  in  several  important  lines  of  indus¬ 
try,  it  was  accompanied  by  an  increase  in  prices  and  only  a  small  increase  in 
output.  .At  the  same  time,  the  margin  Iw'tween  business  costs  and  prices 
narrowed,  business  profits  were  reduced,  and  at  the  end  of  the  year  prcxluc- 
tion  and  employment  were  declining. 

There  is  no  simple  explanation  of  recent  economic  developments  and  no 
easy  solution  to  the  problem  of  maintaining  high  employment,  vigorous 
economic  growth,  and  reasonably  stable  prices.  But  it  is  clear  that  the  com¬ 
bination  of  policies  and  practices  followed  in  the  recent  past  by  the  various 
participants  in  our  economic  life  has  given  results  that  in  certain  important 
respects  are  unfavorable. 

There  are  critical  (juestions  here  for  the  leadership  of  business  and  labor, 
as  well  as  for  Government.  Business  concerns  must  re-examine  their  policies 
and  practices.  Price  increases  that  are  unwarranted  by  costs  or  that  attempt 
to  recapture  investment  outlays  too  cpiickly  not  only  lower  the  purchasing 
power  of  the  dollar  but  may  be  self-defeating  by  causing  a  restriction  of  mar¬ 
kets,  lower  output,  under-utilization  of  capacity,  and  a  narrowing  of  the 
j  return  on  capital  investment.  The  leadership  of  labor  must  recognize  that 
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wage  increases  that  go  beyond  prospective  [rroductivity  gains  are  incon¬ 
sistent  with  a  stable  price  level.  The  problem  of  inflation  can  only  be 
aggravated  by  wage  increases  that  arc  demanded  and  obtained  on  the 
assumption  that  living  costs  are  going  to  rise;  and  the  resumption  of  (‘co- 
nomic  growth  can  only  be  slowed  by  wage  demands  that  imply  either  an 
increase  in  prices  or  a  further  narrowing  of  the  margin  between  prices  and 
costs.  Government's  role  is  to  follow  policies  that  will  help  keej)  our  econ¬ 
omy  stable  and  promote  sound  economic  growth  with  reasonably  stable 
prices. 

The  resumption  and  maintenance  of  economic  growth  which  can  be 
achieved  through  suitable  private  and  public  |H)lieies  assure  expanding 
economic  strength  with  which  to  meet  the  Nation’s  needs,  accomplished 
through  an  enterprise  system  that  preserves  individual  freedoms.  How¬ 
ever,  if  this  opportunity  is  to  be  fully  realized,  economic  growth  must  take 
the  fomi  of  increases  in  real  output,  accompanied  by  a  stable  price  level. 
This  can  be  achieved  if  weight  is  given  to  long-run  as  well  as  short-run 
considerations  in  policies  and  practices  that  affect  our  economic  welfare. 
It  can  be  guaranteed  by  a  public  opinion  that  is  alert  to  the  consequences  of 
wrong  policies  and  insists  on  those  that  will  yield  real  economic  growth 
without  inflation. 
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Chapter  5 

A  Legislative  Program  To  Help  Achieve 
National  Economic  Goals 

LE(»ISLA'ri\'E  PRCKiRAM  for  the  coming  year,  which  is  pre- 
1  sented  here,  is  designed  to  help  dis<harge  the  responsibilities  of  the 
Federal  C»overnnient  under  the  Employment  Act  of  1946.  It  takes  account 
of  present  and  foreseeable  economic  conditions  and  seeks  to  reach  an  ap- 
pro|)riate  balance  among  our  national  economic  goals.  I’he  proposed  meas¬ 
ures  would  strengthen  the  foundations  on  which  sustainable  economic 
growth  and  national  security  are  based,  help  moderate  fluctuations  in  our 
economy,  aid  in  countering  a  res  urge  me  of  inflationary  pressures,  and  assist 
in  the  sound  development  of  the  free  world  economy. 

First,  the  program  recognizes  the  economic  impact  of  the  fiscal  policies  of 
(lovernment.  It  takes  })articular  note  of  the  far-reaching  effects  of  the 
activities  under  which  the  F'ederal  Government  makes  loans  directly  to 
individuals,  business  concerns,  local  governments,  and  other  groups,  or  in¬ 
sures  or  guarantees  loans  made  to  them  by  private  lenders.  Second,  it 
proposes  steps  to  improve  our  store  of  technical  knowledge  and  productive 
skills,  the  better  to  meet  th»‘  problems  of  our  time.  Third,  it  suggests  meas¬ 
ures  to  enhance  the  competitive  character  of  our  system  of  private  enter¬ 
prise.  w  ith  emphasis  on  strengthening  the  economic  position  of  small  business 
concerns.  F'ourth,  it  suggests  ways  of  giving  to  individuals  greater  protection 
against  economic  hardships,  of  promoting  integrity  in  labor-management 
relationships,  and  of  improving  industrial  relations.  Fifth,  it  proposes  the 
extension  of  certain  agricultural  laws  and  the  revision  of  others,  to  facilitate 
long-needed  adjustments.  Sixth,  it  proposes  means  for  widening  and 
strengthening  our  economic  ties  with  other  nations.  .\nd,  finally,  it  suggests 
measures  for  improving  the  economic  information  needed  by  private  and 
public  groups  to  follow  and  analyze  economic  developments  and  to  provide 
a  sounder  basis  for  policy  decisions. 

Government  Finances 

The  Federal  Government’s  fiscal  operations  are  of  such  size  and  char¬ 
acter  that  the  jxdicies  followed  in  these  matters  cannot  fail  to  exert  a 
powerful  influence  on  economic  conditions.  Fiscal  policies  can  con¬ 
tribute  significantly  to  the  attainment  of  national  economic  objectives 
or  can  impede  their  accomplishment.  It  is  crucial,  therefore,  that  they 
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be  attuned  to  the  times  and  so  designed  as  to  promote  the  long-run  as 
well  as  the  immediate  economic  welfare  of  the  Nation. 

The  budget  provides  an  integrated  view  of  the  planned  fiscal  operations 
of  Government.  It  also  provides  a  basis  for  considering  the  impact  of  fiscal 
operations  on  the  economy.  In  determining  budget  policy,  four  objectives 
are  uppermost;  to  make  adequate  provision  for  ne(*ded  sersices;  to  provide 
these  services  efficiently;  to  promote  suitable  relationships  among  Federal. 
State,  and  local  governments;  and  to  make  the  maximum  contribution  to 
economic  growth  and  stability. 

Because  the  provision  of  services  by  Government  recjuires  that  income  be 
claimed  that  would  otherwise  be  used  privately,  the  first  of  these  objectives 
means,  in  a  broad  sense,  that  the  amount  of  income  which  is  taken  in  taxes, 
the  sources  from  which  taxes  are  drawn,  and  the  way  tax  receipts  are  spent 
should  be  such  as  to  maximize  Government’s  contribution  to  national 
welfare.  Constant  vigilance  is  needed  to  get  the  work  of  Government  done 
at  the  low’est  cost  consistent  with  the  desired  level  of  performance,  which  is 
the  essence  of  the  second  stated  objective,  but  vigilance  is  needed  also  to 
assure  that  the  income  which  Government  takes  in  taxes  makes  a  greater 
contribution  to  well-being  when  spent  publicly  than  it  would  if  used 
privately.  Efficiency  in  this  broad  economic  and  social  sense  requires  wise 
judgment  in  selecting  the  activities  on  which  the  revenues  of  Government 
are  to  be  spent  and  in  allocating  the  burden  of  taxation. 

The  third  objective — a  suitable  relationship  among  the  various  levls 
of  Government-  has  been  affected  by  the  increasing  scope  and  complex¬ 
ity  of  our  economic  life,  a  desire  to  conduct  various  programs  on  a  uni¬ 
form  basis,  a  succession  of  national  emergencies,  and  the  existence  of  a 
highly  productive  Federal  revenue  system.  These  circumstances  have 
tended  to  direct  more  functions  to  the  Federal  Government,  with  the 
consequence  that  a  continuing  re-evaluation  of  the  distribution  of  gov¬ 
ernmental  functions  and  of  the  revenues  for  financing  them  is  necessars’. 

During  the  past  year,  a  Committee  of  ten  Governors  and  seven  Federal  offi¬ 
cials,  including  three  Cabinet  members,  has  been  developing  recommenda¬ 
tions  and  plans  under  w'hich  certain  functions  now  perfonned  at  the  Federal 
level  may  be  undertaken  by  the  States,  with  an  appropriate  transfer  of  rev¬ 
enue  sources  presently  used  by  the  Federal  Government.  The  first  results  of 
this  constructive  work  are  described  in  Progress  Report  No.  1  of  the  Joint 
Federal-State  Action  Committee,  issued  December  5,  19.t7.  Where  neces¬ 
sary’,  legislative  proposals  to  carry  out  these  recommendations  will  be  trans¬ 
mitted  to  the  Congress. 

The  continuing  work  of  the  Committee  is  expected  to  yield  additional 
suggestions.  Its  efforts  will  also  help  establish  clearer  definitions  of  respon¬ 
sibility  for  emerging  problems. 

The  balance  between  Federal  budget  expenditures  and  receipts  in  the 
calendar  year  1957  was  broadly  favorable  to  the  attainment  of  the  fourth 
goal  of  fiscal  policy,  namely,  to  help  create  conditions  conducive  to  economic 
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growth  and  stability.  Althoujrh  Fodoral  expenditures  were  somewhat 
1  than  in  the  preceding  year,  some  surplus  of  receipts  over  outlays  helped 
moderate  inflationary  pressures. 

The  ne(‘d  to  accelerate  im|)ortant  portions  of  our  defense  program  re¬ 
quires  that  the  Congress  make  certain  supplemental  appropriations  early  in 
the  calendar  year  19,')8  and  authorize  the  Exe(  utive  Branch  to  make  certain 
transfers  of  funds  under  existing  appropriations.  'Fhe  acceleration  of  our 
defense  program,  which  these  steps  will  facilitate,  will  result  in  some  increase 
of  Federal  outlays  in  the  fiscal  year  19.')8.  .\nd  readjustments  currently 
taking  place  in  the  economy  suggest  that  receipts  will  he  somewhat  lower 
than  was  estimated  eailier.  Present  indications  fK>int,  therefon',  to  a  small 
excess  of  outlays  over  receipts  for  the  fiscal  year  as  a  whole. 

Huderet  estimates  reflect  the  interaction  between  economic  developments 
and  the  Federal  Government’s  receipts.  With  the  anticipated  resumption 
of  economic  growth,  receipts  in  the  fiscal  year  19.59  are  expected  to  be 
enough  higher  than  in  fiscal  19.58  to  provide  a  small  surplus  over  the  some¬ 
what  increased  level  of  projected  expenditures.  I  he  prospective  surplus  is 
a  narrow  one.  however,  and  insufficient  to  permit  the  reductions  in  the  cor¬ 
porate  income  tax  rate  and  in  the  excise  taxes  on  automobiles  and  parts, 
cigarettes,  distilled  spirits,  wines,  and  beer  scheduled  to  take  effect  on  July  1, 
1958.  It  is  recommended,  therefore,  that  these  tax  rates  he  extended  by- 
legislative  action  for  an  additional  year. 

The  statutoi-y  limit  on  the  public  debt  returned  to  S27.5  billion  at  the 
bt'ginning  of  the  fiscal  year  1958.  .Xt  that  time,  the  debt  subject  to  this 
restriction  was  slightly  over  .$270  billion.  The  usual  excess  of  cash  payments 
over  receipts  in  the  first  half  of  the  fiscal  year  resulted  in  an  increase  in  the 
public  debt  outstanding,  and  at  the  end  of  December  the  debt  subject  to 
limit  was  less  than  one-half  billion  dollars  under  the  ceiling. 

It  has  Iw'en  possible  to  conduct  the  Federal  Go\ernment’s  fiscal  operations 
within  this  statutory  restriction  only  by  the  most  careful  economy  and  by- 
drawing  down  Treasury-  cash  balances  to  uncomfortably  low  levels.  This 
extremely-  narrow-  margin  has  imposed  serious  problems  of  fiscal  administra¬ 
tion  on  the  Federal  Government,  not  the  least  of  which  is  the  lack  of  flexibil¬ 
ity-  needed  for  efficient  management  of  the  public  debt.  Financial  demands 
upon  the  Treasury-  will  bt*  severe  also  during  the  second  half  of  the  calendar 
year  1958.  The  higher  rate  of  expenditures  dictated  by  our  national  security 
requirements,  the  seasonal  pattern  of  Treasury-  receipts,  and  the  need  for 
greater  operating  flexibility  retjuires  a  less  restrictive  debt  limit.  Legislation 
providing  an  appropriate  temporary-  increase  will  be  requested  of  the 
Congress. 

Federal  Credit  Programs 

Increasing  attention  has  been  directed  recently  to  the  numerous  programs 
under  which  the  hYderal  Government  lends  money-  directly  to  individuals, 
local  governments,  business  concerns,  and  other  groups,  or  underwrites, 
either  by  insurance  or  by  guarantee,  credit  extended  to  them  by  private 
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lenders.  These  Federal  programs  fall  into  four  broad  categories:  programs 
under  which  direct  loans  and  loan  insurance  arc  provided  for  housing;  direct 
loan  and  loan  insurance  programs  for  farm  p<'ople;  programs  of  financial 
aid  for  business  concerns;  and  programs  under  which  loans  are  extended  to 
foreign  firms  or  governments  and  international  agencies.  Some  programs 
w’ere  designed  originally  to  fill  gaps  in  private  credit  markets;  others  were 
created  to  achieve  certain  social  objectives;  and  still  others  were  designed 
to  meet  specific  defense  needs  or  to  support  the  foreign  policy  of  the  United 
States. 

All  of  these  programs  involve  the  credit  of  the  Federal  Government  in 
one  way  or  another.  They  also  tend  to  swell  Government  expenditures, 
though  they  are  by  no  means  fully  reflected  in  Federal  budget  totals.  In¬ 
sured  and  guaranteed  loans  do  not  appear  in  budget  expenditures  at  all, 
except  for  the  relatively  minor  administrative  costs  and  the  losses  which 
have  been  associated  with  them;  and,  in  most  cases,  direct  loan  programs 
result  in  net  expenditures  only  to  the  extent  that  disbursements  under  new 
credits  exceed  repayments  of  loans  previously  made  and  by  the  amount  of 
the  administrative  costs  involved.  But  whether  reflected  in  the  budget  or 
not,  Federal  credit  programs,  both  individually  and  in  the  aggregate,  have 
a  significant  and  widely  diffused  impact  on  the  economy.  They  influence 
the  volume  of  credit  extended,  the  uses  for  which  it  is  available,  and  the 
interest  rate  and  other  terms  on  which  it  can  be  obtained.  It  is  important, 
therefore,  that  the  programs  b<‘  administered  in  such  a  way  that  the  burden 
which  they  place  on  the  Federal  budget  is  minimized,  consistent  with  pro¬ 
gram  objectives;  that  they  supplement,  rather  than  comp<-te  with,  private 
credit  agencies;  and  that  they  make  their  maximum  contribution  to  the 
stability  of  the  economy  and  to  its  capacity  for  sustainable  growth. 

Federal  credit  programs  could  fulfill  their  statutory-  objectives  and  pro¬ 
mote  the  stability  and  growth  of  the  economy  more  effectively  if  the  heads 
of  the  various  agencies  had  wider  discretionary  authority  to  set  the  terms 
on  which  funds  are  available  to  cjualified  borrowers  under  Federal  insurance 
or  guarantee  of  private  loans.  Congress  should  give  favorable  consideration 
to  legislation  that  will  accomplish  this  result.  Existing  statutory  limitations 
are  sometimes  so  restrictive  as  virtually  to  nullify  program  objectives.  .A 
prime  example  is  the  VA  Home  Loan  Guaranty  Program.  Bee  ause  of  the 
currently  uneconomic  level  of  its  statutory  maximum  interest  rate,  this  pro¬ 
gram  has  been  drastically  curtailed  before  its  scheduled  expiration  date,  so 
far  as  new  guaranty  commitments  are  concerned.  Home  mortgage  loans 
are  not  currently  available  from  private  sources  at  the  statutory  maximum 
of  4/2  percent,  in  view  of  the  higher  yields  that  can  be  earned  on  other  in¬ 
vestments  of  comparable  quality.  Other  programs  that  have  been  seriously 
retarded  in  obtaining  necessary  financing  from  private  investors  include  the 
armed  services  housing,  rental  housing,  and  management-type  ccx)perative 
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housing  loans  insured  by  the  F’ederal  Housing  Administration.  The  Na¬ 
tional  Housing  Aet  should  be  amended  to  adjust  the  interest  rate  limitations 
in  Sections  207,  213  and  803,  which  have  become  impediments  to  the  in¬ 
tended  operation  of  these  programs. 

Wider  discretionary  authority  would  make  it  possible  to  administer  pro- 
ijrams  so  as  to  encourage  the  use  of  private  funds  under  loan  insurance  or 
guaranty  arrangements,  rather  than  to  employ  direct  public  funds.  This 
would  substantially  reduce  the  burden  of  credit  programs  on  the  Federal 
budget  and  eliminate  a  type  of  subsidized  public  competition  with  private 
financial  facilities.  .Also,  the  use  of  Federal  insurance  or  guaranty  pro¬ 
grams,  rather  than  those  under  which  loans  are  extended  directly,  should  be 
encouraged  by  the  Congress  through  legislation  making  it  explicit  that 
Federal  credit  is  available  directly  only  when  financing  cannot  be  secured 
from  pri\  ate  sources  at  reasonable  rates. 

Proposals  will  be  made  for  the  adjustment  of  the  statutory  maximum 
interest  rates  on  certain  direct  loan  programs.  These  adjustments  are 
needed  to  reduce  the  burden  which  the  programs  involved  place  on  the 
budget  and  to  bring  the  charges  available  to  qualified  borrowers  under  the 
programs  into  reasonable  alignment  with  rates  that  must  be  paid  in  private 
markets. 

Much  (  an  be  done  to  harmonize  the  policies  of  Federal  credit  programs 
with  the  general  economic  and  credit  policies  of  Government  through  ex¬ 
changes  of  views  among  Federal  credit  agencies  and  other  divisions  of  the 
Executive  Branch.  Fhe  .Advisory  Board  on  Economic  Growth  and  Stability 
provides  the  nucleus  of  a  group  to  facilitate  interagency  consultation  on 
program  policies  and  practices. 

.A  number  of  specific  proposals  relating  to  housing  and  home  financing 
should  b('  enacted  by  the  Congress.  These  proposals  w’ould  increase  the 
availability  of  funds  to  prosjjective  home  owners  and  would  facilitate  the 
construction  of  dwelling  units  both  for  sale  and  for  rent.  Thus,  they  would 
increase  the  effectiveness  of  Governmental  programs  in  improving  the 
Nation’s  housing  resources. 

1  he  re(juirement  that  charges,  fees,  and  discounts  on  federally  insured  or 
guaranteed  home  loans  must  be  regulated  by  Government  has  proved  to  be 
a  serious  impediment  to  the  free  flow  of  funds  into  mortgage  loan  invest¬ 
ments.  'Phis  provision  of  the  Housing  .Act  of  1957  has  served  in  practice 
to  handicap  the  families  it  was  designed  to  protect.  It  should  be  rejaealed. 

The  Congress  should  also  eliminate  the  requirement  that  mortgages 
acquired  by  the  Federal  National  Mortgage  Association  (FNMA)  under  its 
special  assistance  programs  be  purchased  at  par.  This  requirement,  coupled 
with  statutory  maximum  interest  rates  on  insured  and  guaranteed  loans  that 
are  lower  than  market  rates  on  comparable  investments,  has  forced  FNMA 
to  buy  mortgages  at  unreasonably  low  yields  and  in  amounts  larger  than 
would  otherwise  be  necessary,  with  a  correspionding  burden  on  the  Federal 
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budget.  The  par  purchase  requirement  tends  strongly  to  discourage  pri¬ 
vate  financing  at  present  interest  rates. 

In  view  of  the  increased  costs  of  homes,  a  profxisal  will  be  made  to  in¬ 
crease  to  $30,000  the  maximum  size  of  loan  that  may  be  insured  by  the  Fed¬ 
eral  Housing  Administration  (FHA)  under  Sec  tions  203  and  220  of  the 
National  Housing  .\ct.  Favorable  action  on  this  projjosal  will  make  the 
already  very  useful  FHA  program  even  more  efTec  tive  in  promoting  wid(  r 
home  ownership  and  improved  housing. 

The  increasing  scale  of  ac  tivities  of  FH.\  in  the  home-  mortgage  insuranc  e 
programs  will  reejuire  a  higher  statutory  limit  on  the  amount  of  outstanding 
insured  loans.  This  action  should  be  taken  well  in  advance  of  the  c'xhaus- 
tion  of  FHA’s  insuring  authority  in  order  to  assure  the  continuity  of  this 
important  aid  to  home  financing. 

Finally,  recommendations  will  be  made  to  realign  Federal,  State,  and  local  1 
relations  in  the  Urban  Renewal  Program  in  the  light  of  expc'rience  gained  | 
during  recent  years. 

SciF.NCK  AND  EdI  CATION 

The  security  and  well-being  of  our  pc*ople  depemd  upon  timely  and  ade¬ 
quate  investment  not  only  in  physical  structures,  c-quipment,  and  weapons, 
but  also  in  knowlc'dge  and  skills.  Indc*c*d,  without  satisfactorv’  provision  for 
the  intangible  capital  accumulated  through  research  and  education,  it 
would  be  impossible  to  design,  to  construct,  or  to  use  cfTectively  the  imple¬ 
ments  essential  to  our  survival  and  progress. 

Most  of  the  scientific  and  educational  nc*eds  of  our  dynamic  economy  arc 
met  routinely.  However,  new  and  stern  challenge's  to  the  sc-curity  of 
the  free  world,  both  immediate  and  long-run,  call  for  greater  efforts  to 
strengthen  the  technical  base  of  our  military  preparedness  and  to  improve 
the  quality  of  our  schcx)l  system.  If  we  allow  a  gap  to  develop  and 
persist  in  favor  of  the  communist  bloc,  our  influence  in  the  struggle  for  | 
peace  may  be  seriously  diminished.  Our  c'conomy  must  be  able  to  mc-et 
threats  that  are  subtle  and  emerging,  as  well  as  those  that  are  obvious  and 
imminent.  There  is  no  cause  for  complacency  in  the  fact  that  a  rival  power, 
making  impressive  contributions  to  science  and  tc’chnology,  at  the  same  time 
denies  its  people  the  common  freedoms,  adequate  housing,  and  other  basic 
amenities  of  life.  On  the  contrary,  the  ability  of  a  dictatorial  regime  con¬ 
sistently  to  subordinate  the  freedom  and  welfare  of  its  population  to  the  pur¬ 
suit  of  military  might  and  foreign  economic  penetration  is  a  circumstance 
that  requires  vigilant  attention. 

Impatience  to  meet  the  Soviet  challenge  in  its  new  dimensions  of  science 
and  education  should  not  blind  us  to  the  true  nature  of  the  threat  or  induce 
us  to  take  inappropriate  countermeasures.  Our  aim  is  to  assure  the  con¬ 
tinuing  superiority  of  the  free  world’s  military  and  economic  defenses,  and 
to  retain  the  confidence  of  uncommitted  peoples.  This  aim  can  be 
achieved,  not  by  distorting  the  Nation’s  scientific  programs  and  educational 
system,  but  by  promoting  their  rapid  growth  and  improvement  in  needed 
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directions,  without  sacrificing  either  the  balance  necessary  for  the  rounded 
life  in  a  free  society  or  the  capacity  to  meet  new  contingencies  that  may 
arise. 

.Above  all,  it  would  be  unwise  and  unrealistic  to  assume  that  the  expand¬ 
ing  Soviet  challenge  can  be  successfully  met  merely  by  enlarging  Federal 
appropriations.  Some  additional  funds  are  n»‘eded  and  are  being  requested. 
But  it  will  lx*  even  more  necessary  to  enlist  the  interest  and  to  marshal  the 
enemies  of  individuals  and  private  groups  throughout  the  Nation.  In  a  free 
societv,  an  enlightened  public  attitude  toward  science  and  learning  is  essen¬ 
tial  if  the  quality  and  (apacity  of  schools,  colleges,  and  universities  are  to 
be  improved.  Broad  remedial  action  must  be  taken  by  citizens,  community 
organizations,  scliools,  foundations,  business  firms,  labor  groups,  professional 
sfK'ietie.s,  the  press,  and  .State  atui  local  governments. 

Two  Oommittees  apjKrinted  by  the  President  have  been  at  work  since 
.April  19')b  on  problems  of  technical  manpower  and  higher  education.  Their 
r('{)orts  deser\e  the  widest  {X)ssible  study. 

One  report,  issued  by  the  President’s  C^ommittee  on  Scientists  and  Engi¬ 
neers  in  October  1957,  emphasizes  contributions  that  can  be  made  by  com¬ 
munity  and  other  essentially  non-F<’deral  programs.  It  indicates  how  the 
present  corps  of  scientists  and  engineers  may  lx-  utilized  more  effectively 
and  how  young  peoph*  may  be  encouraged  to  prepare  for  scientific  and 
engineering  care»*rs.  It  notes  the  im|X)rtance  of  providing  adequate  techni¬ 
cal  and  clerical  assistance  to  professional  workers,  raising  the  quality  of  edu¬ 
cation  in  science  and  mathematics,  and  encouraging  talented  students  to 
continue  their  studies.  It  also  profwses  measures  for  elevating  the  economic 
status  of  teachers,  upgrading  teacher  qualifications,  revising  school  curricula, 
pro\iding  better  guidance  and  counseling  ser\ices,  improving  college  facili¬ 
ties,  enlarging  the  contributions  of  junior  t  olleges  and  intennediate  technical 
institutes,  and  stimulating  public  interest  in  education. 

The  other  report,  issued  by  the  President’s  Committee  on  Education 
B«-yond  the  High  Sch(X)l  in  (uly  1957,  makes  similar  recommendations  and 
certain  additional  ones.  It  stresses  the  ne«'d  for  making  teaching  careers 
more  attractive,  proposes  assistance  to  capable  students  through  scholar¬ 
ships  and  (ounseling,  points  to  the  importance  of  planning  for  the  expan¬ 
sion  and  diversification  of  educational  facilities  at  the  college  level,  sug¬ 
gests  iikkIcs  of  financing  higher  education,  and  sketches  a  role  it  deems 
appropriate  for  the  Federal  Government  in  the  achievement  of  these 
objectives. 

Science  and  education  already  receive  considerable  support  from  the 
Federal  Government.  Huge  sums  are  devoted  annually  to  research  and 
development  undertakings  in  many  fields,  including  national  defense,  atomic 
energy,  health,  agriculture,  and  mineral  resources.  These  funds,  allocated 
to  basic  as  well  as  applied  research,  benefit  thousands  of  business  firms, 
private  and  public  institutions  of  higher  learning,  and  other  non-Federal 
organizations.  As  conventionally  reckoned,  they  amounted  to  $3  bil- 
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lion  in  the  fiscal  year  1957  and  will  exceed  this  total  by  a  substantial 
amount  in  the  current  fiscal  year.  Moreover,  when  fuller  account  is  taken 
of  certain  research-connected  militaiy  expenditures,  these  sums  are  more 
than  doubled.  Thus,  the  funds  proijrammed  by  the  Department  of  Defense 
for  the  fiscal  year  1958  for  research  and  development,  according  to  the  usual 
definition,  amounted  to  $1.8  billion;  but  this  figure  is  raised  to  well  over 
$5  billion  when  the  definition  is  broadened  to  include  su|)plementary  items. 

Federal  encouragement  of  basic  or  general-purpose  research  is  exemplified 
by  the  activities  of  the  National  Science  Foundation,  for  which  substantially 
enlarged  appropriations  are  being  requested  for  the  fiscal  year  1959.  This 
agency  makes  grants  to  universities  and  other  institutions  for  the  conduct  of 
fundamental  investigations  in  mathematical,  physical,  medical,  biological, 
engineering,  and  other  sciences.  It  aids  the  training  of  scientific  manpower 
through  graduate  fellowships  and  science-teacher  institutes.  It  also  finances 
experimentation  to  improve  science  teaching. 

The  Federal  Government  assists  science  and  education  in  many  other 
ways.  It  sponsors  numerous  activities  to  help  establish  a  civilian  atomic 
energN’  industrx'  on  a  commercial  basis.  It  trains  groups  to  man  private 
domestic  projects  and  to  aid  the  nuclear  programs  of  friendly  nations.  The 
Defense  Department  conducts  education  and  training  programs  that  raise 
the  technical  qualifications  of  in-service  jiersonnel.  Like  research  contracts, 
military  procurement  contracts  make  a  large  contribution  toward  raisinj; 
the  level  of  skills  in  the  civilian  labor  force  and  increasing  their  variety. 

In  recent  years,  the  .Administration  has  sought  legislation  to  help  State  and 
local  agencies  construct  elementar\’  and  high  schools.  .Although  its  pro¬ 
posals  were  not  enacted,  the  effort  underscored  the  national  interest  in 
providing  an  increasing  number  of  classrooms.  First  reports  for  the  1956  57 
school  year  indicate  that  the  rate  of  construction  of  sch(X)l  buildings  con¬ 
tinued  at  a  high  level,  and  that  the  classroom  shortage  was  reduced.  It 
is  not  too  early  for  our  people  to  bt'gin  thinking  of  ways  to  aecommodatc 
the  large  numbers  of  students  who  will  be  entering  the  colleges  and  uni¬ 
versities  in  the  next  few  years. 

Several  legislative  steps  are  needed  to  help  improve  the  Nation’s  resources 
of  knowledge  and  skills.  The  Congress  is  being  asked  to  authorize  funds 
that  would  be  made  available  on  a  temporary  basis  to  the  States  for  the 
improvement  of  instruction  in  science  and  mathematics,  for  the  identifica¬ 
tion  and  encouragement  of  able  high  school  students  through  testing  and 
improved  counseling  and  guidance  services,  and  for  college  scholarships. 
Other  provisions  of  this  temporary  program  include  the  strengthening  of 
State  departments  of  education  in  the  fields  of  science  and  mathematics, 
broader  support  of  graduate  education,  improvement  and  expansion  of  the 
teaching  of  foreign  languages  in  colleges  and  universities,  and  improvement 
of  State  statistics  on  education. 

The  Congress  is  requested,  as  in  last  year’s  Economic  Report,  to  authorize 
a  temporary  assistance  program  for  the  expansion  and  modernization  of 
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medical  and  dental  teaching  facilities.  These  would  complement  the 
research  facilities  for  which  lei'islative  provision  has  already  been  made. 
In  the  health  field,  it  is  not  practicable  to  separate  training  from  research. 

Small  Hlsiness  and  the  Competitive  System 

The  variety  of  ways  in  which  the  Federal  Government  assists  small  busi¬ 
ness  concerns  is  des{  ribed  in  a  re[>ort,  “Federal  Policies  and  Programs  that 
Benefit  Small  Business,”  published  on  September  23,  19.')7.  This  report 
was  prepared  by  the  Cabinet  Committee  on  Small  Business,  established  by 
the  President  in  19.36.  The  Committee’s  task  is  to  follow  the  fortunes  of 
small  business  concerns  and  to  recommend  legislative  and  administrative 
actions  that  would  aid  them. 

In  its  First  Progress  Report,  dated  .August  7,  1956,  the  Committee  made 
recommendations  in  respect  of  taxation,  hnancing,  competition,  procure¬ 
ment.  technical  assistance,  and  Government  reports.  These  recommenda¬ 
tions  were  described  in  last  year's  Economic  Report.  Those  that  could 
b<‘  given  effect  by  the  Executive  Branch  within  the  framework  of  present 
law — such  as  the  elimination  of  certain  administrative  impediments  to 
Government  prrKurement  from  small  business  concerns — have  been  acted 
upon.  Other  proposals  require  changes  in  the  law.  Such  changes  were 
enumerated  and  recommended  by  the  President  in  a  letter  to  the  Chairman 
of  the  Committee  on  Ways  and  Means  of  the  House  of  Representatives,  dated 
July  15,  1957.  In  the  held  of  taxation,  it  was  recommended  that  Congress 
extend  accelerated  depreciation  formulas  to  purchases  of  used  property  up  to 
$50.(X)0  in  any  one  year;  grant  closely  held  corporations  the  option  to  elect 
the  tax  status  of  partnerships;  grant  taxpayers  the  option  of  paying  estate 
taxes  over  periods  of  up  to  10  years  where  an  estate  consists  largely  of  invest¬ 
ments  in  closely  held  businesses;  and  allow  an  ordinary  loss  deduction,  up  to 
some  maximum  amount,  instead  of  a  capital  loss  deduction,  on  original 
investments  in  the  stock  of  small  companies.  A  broad  reduction  of  the  tax 
burden  carried  by  small  concerns,  whether  incorporated  or  not,  cannot  be 
achieved  until  budgetary  conditions  warrant  cutting  taxes  generally.  Al¬ 
though  such  a  cut  cannot  be  profxised  at  present,  the  changes  in  our  tax 
laws  outlined  above  promise  to  remedy,  with  a  minimum  loss  of  revenue  to 
the  Government,  important  specihe  handicaps  under  which  small  business 
firms  now  operate,  and  the  Congress  is  requested  to  act  favorably  on  them. 

The  difficulties  which  small  business  concerns  face  in  obtaining  adequate 
financing  on  satisfactory  terms  would  be  les.sened  by  favorable  Congressional 
consideration  of  the  proposal  to  increase,  from  $300,000  to  $500,000,  the 
maximum  amount  of  a  corporate  security  issue  that  is  exempt  from  the  full 
registration  requirements  of  the  Securities  and  Exchange  Commission.  Be¬ 
cause  of  the  Commission’s  power  to  limit  or  condition  by  appropriate  rules 
the  privileges  of  Regulation  A  filings,  which  would  be  extended  by  this  pro¬ 
posal,  this  change  could  benefit  small  concerns  without  weakening  the 
protections  for  the  investor  which  our  securities  laws  are  designed  to  provide 
and  which  must  continue  unimpaired. 
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Legislation  should  be  enacted  to  remove  the  limitation  on  the  life  of  the 
Small  Business  Administration  (SBA)  and  to  increase  suitably  its  authori¬ 
zation  for  making  business  loans  and  disaster  loans.  Busiiu'ss  loans  ap¬ 
proved  by  the  SBA  totaled  about  $160  million  in  the  h.scal  year  lO-'ty.  In 
addition,  SBA  helps  small  concerns  obtain  procurement  awards,  and  it  offers 
important  management  counseling  ser\  ices.  I'his  work  can  be  done  most 
effectively  by  an  agency  having  assured  continuity  of  funetitins. 

I'he  Board  of  (Governors  of  the  Federal  Reserve  System  is  currently  en¬ 
gaged  in  a  study  which  should  help  assess  the  ad«'tiuaey  of  existing  private 
facilities  for  hnancing  small  business. 

A  further  means  by  which  Government  can  promote  the  proper  interests 
of  small  business  concerns,  and  of  the  community  in  general,  is  by  eliminating 
barriers  to  open  and  fair  competition.  This  rec]uires  vigorous  (‘nforcement 
of  the  antitrust  laws.  Certain  improvements  in  these  laws  should  be  made. 

The  recommendation  has  been  made  in  |)revious  Kconomie  Reports  that 
notice  to  the  antitrust  agencies  should  be  required  when  busine.sses  of  sig¬ 
nificant  size  that  arc  engaged  in  interstate  comm«‘rce  propose  to  merge. 
Such  a  law  would  facilitate  antitrust  enforcement  by  providing  an  automatic 
notification  to  the  responsible  agencies  of  merger  plans. 

Other  measures  also  are  needed  to  strengthen  the  administration  and 
enforcement  of  the  antitrust  laws  and  to  foster  a  competitive  environment  . 
Federal  rt'gulation  should  be  extended  to  bank  mergers  aecomplisln  d 
through  the  aeejuisition  of  assets;  in  antitrust  cases,  the  .Xttorney  General 
should  be  empowered  to  issue  civil  investigative  demands  for  the  production 
of  necessary  documents  without  the  need  of  grand  jury  prcK  eedings;  cease- 
and-desist  orders  issued  by  the  Federal  Trade  Commission  for  violations  of 
the  Clayton  Act  should  be  made  final  unless  apjjealed  to  tin*  courts;  and 
the  Federal  Trade  Commission  should  be  authorized,  in  merger  cases  where 
it  believes  violation  is  likely,  to  seek  a  preliminary  injunction. 

Proposals  for  certain  changes  in  our  laws  regarding  labor-management 
relations  are  made  in  a  later  section  of  this  chapter.  Fhese  proposals  would 
tend  to  eliminate  practices  that  are  inimical  not  only  to  the  projK-r  interests 
of  the  community  generally,  but  also  to  the  long-run  interests  of  employees. 
Favorable  action  on  these  proposals  by  the  Congress  would  yield  significant 
benefits  to  small  business  concerns. 

Personal  Welfare 

The  primary  means  by  which  Ciovernment  can  help  improve  the  welfare 
and  security  of  the  family  and  the  individual  is  by  following  [xilicies  that 
foster  stable  economic  growth.  General  prosperity  has  made  it  easier  in 
recent  years  for  our  people  to  acquire  homes  and  other  property,  and  to 
protect  themselves  against  the  hazards  of  life  through  savings  and  insurance. 

The  capacity  of  the  economy  to  provide  opportunities  for  steady  employ¬ 
ment  at  good  wages  is  promoted  by  Federal  programs  that  strengthen  labor 
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standards  and  help  maintain  the  incomes  of  older  people,  of  families  bereft 
of  breadwinners,  and  of  persons  experiencint;;  unemployment  or  other  severe 
personal  misfortune.  I  he  improvement  of  these  programs  along  lines  set 
out  in  pn-vious  Economic  Re|x>rts  is  desirable  as  a  means  of  promoting 
general  <*conomic  stability  as  well  as  personal  welfare. 

rhe  Federal-State  programs  of  unemployment  compensation  provide  a 
major  defense  against-  personal  hardship  and  an  important  means  for  helping 
sustain  personal  income,  and  thus  consumption  expenditures,  during  periods 
of  economic  readjustment.  As  pointed  out  in  an  earlier  section  of  this 
Re}M>rt,  payments  to  individuals  under  unemployment  insurance  systems  have 
helped  significantly  to  cushion  the  impact  on  total  personal  income  of  the 
decline  of  wage  and  salary  payments  in  the  closing  months  of  1957. 

The  past  four  Economic  Reports  have  recommended  changes  designed 
to  strengthen  unemployment  insurance  systems,  and  some  progress  has  been 
made.  More  than  45  million  people,  or  85  percent  of  all  nonagricultural 
wage  and  salary  workers,  are  now  covered  by  unemployment  compensation, 
compared  with  only  57  million  in  1954.  In  many  States,  wc'ekly  benefits 
have  bc'en  incrc-asc-d  and  their  duration  extendc-d:  yet  coverage,  size  of  bene¬ 
fits,  and  duration  still  fall  short  of  rec  ommended  standards.  It  is  again  sug¬ 
gested  that  the  States  increase  maximum  benefits  so  that  the  great  majority 
of  the  covered  workers  will  be  eligible  for  payments  equal  to  at  least  half 
their  regular  earnings,  and  that  States  which  have  not  already  done  so 
lengthen  the  maximum  term  of  benefits  to  26  weeks  for  every  person  who 
qualifies  for  any  benefit  and  who  remains  unemployed  that  long. 

Recommendations  made  in  last  year’s  Economic  Report  are  already  pend¬ 
ing  before  the  Congress  for  legislation  extending  the  coverage  of  unemploy¬ 
ment  insurance  to  employees  of  firms  employing  under  4  workers  and  to 
employees  in  Puerto  Rico.  4’his  imjwrtant  means  for  sustaining  personal 
incomes  would  be  strengthened  further  if  the  States  which  ha\e  not  yet  done 
so  would  provide  coverage  for  approximately  5  million  State  and  local 
government  employees  who  still  lack  protection  under  the  system. 

Unc  niployment  insurance  in  the  District  of  Columbia  should  measure 
up  to  the  standards  that  are  recommended  for  all  States  and  have  been 
adopted  in  several.  Enactment  of  legislation  to  this  end  is  requested. 

Workmen’s  compensation  systems,  which  are  mainly  the  responsibility 
of  the  States,  are  a  second  means  for  safeguarding  personal  welfare.  Oc¬ 
cupational  accidents  result  in  about  2  million  injuries  and  deaths  a  year, 
bringing  tragedy  and  hardship  to  individuals  and  families  and  needlessly 
impairing  the  Nation’s  manfxiwer  resources.  Efforts  to  develop  and  en¬ 
force  adequate  safety  standards  and  to  encourage  safe  practices  should 
be  intensified  by  State  and  local  governments  and  by  employers,  and  the 
Stat(‘s,  where  necessary,  should  improve  workmen’s  compensation  sys¬ 
tems  with  respt'ct  to  benefits,  administration,  and  provision  for  rehabili¬ 
tation.  .\  special  responsibility  of  the  Federal  Government  in  this  area 
of  personal  welfare  could  be  discharged  more  fully  if  legislation  were 


enacted  enabling  the  Secretary  of  Labor  to  prescribe  and  enforce  safety 
standards  for  longshoremen.  Enactment  of  such  a  law  is  recommended. 

Temporary  disabilities  not  related  to  the  work  of  employees  often  re¬ 
sult  in  unusual  expenses  at  the  very  time  that  income  is  cut  ofT.  Four 
States  have  insurance  programs  to  deal  with  this  problem,  and  health 
and  welfare  plans  of  employers  have  become  increasingly  numerous. 
Nevertheless,  protection  against  this  form  of  personal  hardship  is  still 
inadequate.  It  is  hoped  that  the  remaining  State  and  territorial  juris¬ 
dictions  will  establish  programs  to  provide  nonoccupational  temporary 
disability  insurance. 

Another  major  safeguard  of  personal  welfare  is  provided  by  the  old 
age,  survivors,  and  disability  insurance  programs,  which  now  cover  more 
than  90  percent  of  all  employed  persons  in  the  Nation.  The  19.54  and  19.')6 
amendments  to  the  Social  Security  .Act  extended  coverage  under  these 
programs  to  about  840,000  additional  persons,  liberalized  the  provissions 
governing  the  eligibility  of  older  women  for  benefits,  and  provided  bene¬ 
fits  for  totally  and  permanently  disabled  workers  aged  .50  or  over.  Fhese 
changes,  coupled  with  the  increase  in  the  number  of  persons  eligible  for 
benefits,  account  for  the  increase  in  payments  to  an  annual  rate  of  $7.2 
billion  in  1957,  from  $5.5  billion  in  1956  Benefits  because  of  permanent 
disability  of  persons  50  to  64  years  of  age  are  now  being  paid  to  140,000 
persons  at  an  annual  rate  of  more  than  $120  million.  More  than  6(X).000 
women  aged  62  to  64  are  drawing  benefits  amounting  to  about  $27  million  a 
month  at  recent  rates. 

Recommendations  in  last  year’s  Economic  Report  are  already  pending 
before  the  Congress  for  legislation  extending  the  Fair  Labor  Standards  .\ct 
to  additional  groups  of  workers  needing  its  protection  and  to  enact  the 
principle  of  equal  pay  for  equal  work  without  discrimination  on  account  of 
sex.  Favorable  consideration  by  the  ('.ongress  is  requested  for  legislation 
to  strengthen  the  Federal  8-hour  laws  for  the  benefit  of  workers  subject  to 
Federal  wage  standards  on  Federal  and  federally  assisted  construction  and 
other  public  works. 

Earlier  Economic  Reports  recommended  a  Federal  program  to  stimulate 
sound  economic  development  in  areas  of  persistent  unemployment.  Legis¬ 
lation  previously  recommended  to  provide  an  Area  Assistance  .Administra¬ 
tion  in  the  Department  of  C'ommerce,  to  extend  loans,  research  grants,  and 
technical  assistance  to  such  areas,  should  be  enacted. 

Labor-management  relations  and  the  trade  unions  through  which  work¬ 
ers  bargain  collectively  with  employers  must  be  kept  free  of  Government 
domination.  Nonetheless,  Government  has  a  responsibility  to  maintain  a 
framework  of  laws  to  protect  the  basic  rights  of  the  individual,  promote 
integrity  in  labor-management  relationships,  and  make  for  better  industrial 
relations.  In  keeping  w'ith  this  responsibility,  a  program  of  legislation  is 
being  proposed  to  the  Congress.  This  program  will  require,  among  other 
things,  jjeriodic  public  reports  on  private  employee  welfare  and  pension 
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funds,  on  financial  dealings  between  employers  and  employee  representa¬ 
tives  and  their  agents,  on  g«-neral  union  finances,  and  on  union  organization 
and  structure.  It  also  calls  for  modifications  of  the  law  governing  secondary 
boycotts  and  picketing,  and  provides  that  the  States  have  jurisdiction  in 
labor-management  disputes  in  which  the  National  Labor  Relations  Board 
declines  to  exercise  authority. 


Agrici'lturk 

.American  agriculture  is  basically  strong.  The  transformation  in  farm  tech¬ 
nology  has  been  raising  output  per  man-hour  more  rapidly  in  agriculture 
than  in  manufacturing.  Family  farms  remain  the  dominant  form  of  agri¬ 
cultural  operation,  and  the  proportion  of  farms  that  are  owner-operated  has 
never  been  higher.  .Although  the  average  size  of  farm  is  rising,  a  key  feature 
of  modern  technology  is  that  it  permits  a  larger  enterprise  to  be  successfully 
managed  by  a  farm  family.  Electricity,  the  tractor,  the  automobile,  and  the 
truck  have  helped  to  lighten  the  burden  of  farm  work  and  to  relieve  the 
isolation  of  rural  living.  Recent  declines  in  the  number  of  farms  have  been 
heaviest  among  those  too  small  to  provide  an  adequate  level  of  living  from 
agriculture  alone.  Greater  mobility,  and  the  movement  of  industry  into  the 
country  side,  have  widened  the  range  of  economic  opportunities  open  to  rural 
people.  Farm  families  have  notably  improved  their  levels  of  living  during 
the  last  decade  and  a  half,  and  this  improvement  continued  even  when 
income  from  farming  alone  was  declining. 

Many  of  the  Federal  programs  undertaken  on  behalf  of  farm  people  have 
made  important  contributions  to  this  long-term  progress.  Gains  in  agri¬ 
cultural  productivity  owe  much  to  research  and  extension  services.  The 
Rural  Electrification  Administration  has  played  a  major  role  in  raising  the 
proportion  of  farms  having  central  station  electricity  service  from  1 1  percent 
in  19.35  to  95  percent  today.  .A  variety  of  credit  facilities  have  b<‘en  de¬ 
veloped  for  farm  operators:  farmers  own  more  than  half  the  capital  of  the 
Farm  CTedit  System  and  participate  extensively  in  its  management.  In  1957 
fann  operators  b<‘came  eligible  to  receive  benefits  under  old  age,  survivors, 
and  disability  insurance.  The  regulation  of  markets  and  dissemination  of 
current  market  news  serve  the  interests  of  prcxiucer  and  consumer  alike. 
However,  in  three  areas  especially,  farm  programs  are  in  need  of  recon¬ 
sideration:  the  disposal  of  accumulated  surpluses,  the  operation  of  agri¬ 
cultural  price  supports,  and  direct  measures  of  production  adjustment. 

The  high  cost  of  carrying  commodity  stocks,  and  the  persistent  tendency 
for  current  production  to  outrun  commercial  demands,  continue  to  require 
emphasis  on  programs  for  disposal  of  surplus  stocks.  During  the  past  several 
years,  an  impressive  volume  of  commodities  has  been  successfully  moved  into 
consumption  in  this  country  and  abroad.  Although  constructive  ends  have 
been  incidentally  served,  surplus  disposal  on  a  large  scale  gives  rise  to  serious 
dangers.  When  disposal  is  made  overseas,  damage  to  other  exp)orting 
countries  is  an  ever-present  risk. 
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The  Afrricultural  Trade  Development  and  Assistance  Act  of  1934  has 
financed  a  lare[e  volume  of  agricultural  exports.  It  has  also  furthered  our 
foreip^n  policy  objectives.  Title  II  of  the  .Act  has  facilitated  emerE[ency  food 
assistance  to  foreign  countries.  Sales  for  foreign  currencies  under  Title  I 
of  the  .Act  have  contributed  to  mutual  security  and  to  economic  development 
programs  in  underdeveloped  countries.  Titles  I  and  II  should  be  exttmded 
for  one  year  beyond  the  current  expiration  date  of  June  30,  1938,  and  the 
present  limit  on  permissible  expenses  and  losses  of  the  Commodity  Credit 
Corporation  under  Title  I  should  be  raised  by  $  1 .3  billion.  Operations  under 
this  temporary  legislation  require  frequent  review.  Carr\-overs  of  certain 
commodities  are  already  being  reduced  to  levels  that  raise  mandatory’  price 
supports  through  statutor\’  escalator  formulas  even  while  supplies  remain 
seriously  out  of  balance  with  commercial  requirements.  Past  and  pros¬ 
pective  shipments  under  various  surplus  disposal  measures  must  not  be 
allowed  to  stimulate  the  production  of  continuing  surpluses. 

Measures  designed  to  direct  our  surpluses  into  domestic  consumption  out¬ 
side  commercial  channels  have  also  been  helpful.  Distributions  to  schools, 
t  institutions,  and  needv  persons,  together  with  direct  financial  erants  for  the 
school  lunch  and  special  milk  programs,  now  amount  to  about  $400  million 
a  year.  The  advantages  of  sustaining  milk  consumption  among  children  of 
school  age,  especially  in  low-income  communities,  are  of  sufficient  im¬ 
portance  to  warrant  the  extension  of  the  special  milk  program  beyond  the 
present  expiration  date  of  June  30,  1958. 

Government  expenditures  on  acriculture  and  agricultural  resources  in 
fiscal  1938  are  estimated  at  about  $3  billion — about  one-quarter  of  the  total 
for  all  purposes  other  than  national  security  and  interest  on  the  public 
debt.  The  figure  has  doubled  since  1934,  largely  because  of  mandatoix- 
price-support  operations  under  existing  legislation.  Through  June  30, 
1957,  direct  price  support  had  been  extended  by  the  Commodity  Credit 
Corporation  on  $3  billion  worth  of  19.36  crops.  This  was  13  percent  below 
the  previous  year’s  rate,  but  still  involved  one-half  the  rice  produced,  one- 
third  of  the  upland  cotton,  and  one-fourth  of  all  wheat.  In  the  past  several 
years,  and  despite  some  reduction  in  support  levels,  new  price-support  ac¬ 
quisitions  have  been  running  about  20  percent  as  large  as  total  farm  market¬ 
ings  of  all  price-supported  commodities.  Losses  realized  in  disposing  of 
commodities  during  the  fiscal  years  1933-37  totaled  $4  billion,  chiefly  from 
operations  in  wheat,  dair\’  products,  cotton,  and  corn. 

In  a  statement  to  the  Chairman  of  the  Senate  Committee  on  .Agriculture 
and  Forestr\-  on  May  2,  1957,  the  Secretary’  of  .Agriculture  made  three  kev 
points;  production  controls  have  been  ineffective  in  reducing  over-all  agri¬ 
cultural  output;  abundant  agricultural  products  cannot  successfully  bo 
priced  as  if  they  were  scarce;  and  present  legal  formulas  governing  price 
supports  and  acreage  allotments  are  proving  obsolete.  In  view  of  agricul¬ 
ture’s  advancing  productivity  and  the  importance  of  enlarging  commercial 
markets,  changes  are  required  in  the  method  of  determining  price  supfxirts 
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on  basic  crops  and  dairy  products.  The  rigid  escalator  formulas  governing 
price  supports  at  levels  b<-tween  75  and  90  percent  of  parity,  should  be  elimi¬ 
nated.  Price  supports  for  wheat,  corn,  cotton,  rice,  tobacco,  peanuts,  and 
dairv'  products  should  be  determined  administratively,  within  a  range  of 
from  60  to  90  percent  of  parity,  in  accordance  with  guidelines  already 
established  by  law  for  almost  all  other  agricultural  commodities.  It  is  also 
recommended  that  the  National  Wool  Act  be  extended  beyond  March 
31, 19.59. 

The  achievement  of  statutorv'  price  objectives  has  b<‘en  premised  on  appro¬ 
priate  adjustments  of  outj)ut  by  growers.  Yet  there  is  little  support,  among 
farmers  or  in  the  C'ongress,  for  controls  that  would  be  severe  enough  to 
implement  current  price  objectives,  except  possibly  for  tobacco.  Acreage 
allotments  for  corn  have  become  largely  inoperative  and  should  be  elimi¬ 
nated.  Within  the  limits  of  general  statutory-  principles,  the  Secretary’ 
should  l)e  given  discretionary  authority  to  increase  allotments  of  other  ba.sic 
crops  now  governed  by  legal  formulas. 

'The  .Acreage  Reserve  Program  has  temporarily  contributed  to  a  reduction 
of  output  of  certain  crops,  by  voluntary  means,  without  loss  of  net  income 
to  growers  but  at  a  high  cost  to  the  Treasury.  This  Program  should  be  per¬ 
mitted  to  expire  at  the  end  of  the  1958  crop  season.  Longer-term  contracts 
under  the  Conservation  Reserve  Program  promise  to  be  more  useful  in  pro¬ 
moting  agricultural  adjustments  and  the  conservation  of  natural  resources. 
If  we  are  to  avoid  moving  toward  tighter  restraints  on  production,  it  is 
im|)erative  that  the  stimulus  to  current  output  should  be  less  than  that  now 
supplied  hy  \arious  Government  programs.  .At  the  same  time  that  the 
C’.onservation  Reserve  Program  is  strengthened,  consideration  should  be 
given  to  further  consolidation  of  the  Federal  Government’s  widespread  activ¬ 
ities  in  soil  and  water  conservation. 

I’he  C'ommodity  (Tedit  (^orjxiration  .Advisory  Board  should  be  enlarged; 
its  members  should  retjuire  confirmation  by  the  Senate ;  and  its  powers  should 
extend  to  advising  the  Secretary  of  .Agriculture  in  the  exercise  of  the  wider 
discretionary  authority  recjuested  for  determining  both  acreage  allotments 
and  price  support  levels,  as  well  as  related  matters. 

The  Commission  on  Increa.sed  Industrial  L’se  of  Agricultural  Products, 
appointed  pursuant  to  Public  l.aw  540  of  the  84th  Congress,  made  a  number 
of  useful  suggestions  for  widening  the  markets  for  existing  farm  products 
and  for  d«‘veloping  new  crops.  While  unrealizable  hop>es  must  be  guarded 
against,  more  funds  can  usefully  b<'  diverted  to  research  and  promotion  in 
this  area  within  the  limits  of  present  statutory  authority  and  without  the 
creation  of  a  new  administrative  agency  in  the  Executive  Branch. 

The  Federal  Government  assumes  certain  responsibilities  in  assisting 
farm  people  who  are  hit  hard  by  natural  disaster  and  those  who  are  handi¬ 
capped  hy  chronically  low  incomes.  .Although  drought  in  the  Great  Plains 
IS  no  longer  a  matter  of  immediate  concern,  imp>ortant  recommendations 
conveyed  in  the  Presidential  Drought  Message  of  March  5,  1957  should  be 


implemented  at  an  early  date.  In  particular,  the  distribution  formula 
under  Title  I  of  the  Bankhead-Jones  Act  should  be  revised  so  as  to  permit 
allocation  of  a  larger  amount  of  loan  funds  to  areas  in  acute  need;  and 
States  should  he  required  to  contribute  at  least  2.‘i  percent  of  disaster-relief 
costs  in  certain  emergency  programs. 

The  Rural  Development  Program  is  a  long-range  program.  It  enlists  pri¬ 
vate  and  public  cooperation  to  raise  levels  of  living  in  low-income  rural  areas. 
Among  these  efforts  are  improved  vcn  ational  education,  more  effective  em¬ 
ployment  and  public  health  services,  and  the  encouragement  of  local  indus¬ 
trialization  as  well  as  better  farming.  The  soundness  of  this  approach  is 
widely  accepted  and  the  results  being  attained  warrant  contimn'd  sup|xut 
of  this  program  by  the  Congres,  but  it  requires  no  new  legislation  at  this 
time. 

Foreion  F-conomic  Policy 

Now  more  than  ever  the  United  States  must  ensure  that  its  fon'ign  eco¬ 
nomic  policy  is  soundly  conceived  in  the  interest  of  the  Nation  as  a  whole 
and  is  adequate  to  the  changing  needs  of  the  times.  Gratifying  gains 
have  already  been  achieved  in  the  scope  and  freedom  of  international  trade 
and  financial  transactions.  Important  legislative  st<’ps  remain  to  be  taken 
in  the  field  of  foreign  economic  policy  if  we  are  to  deal  succ<‘ssfully  with  the 
problems  confronting  us. 

The  keystone  of  our  foreign  trade  txilicy  is  the  Trade  .Agreements  .Act. 
shortly  up  for  renewal.  Under  that  .Act,  as  extended  from  time  to  time 
by  the  Congress,  trade  barriers  against  United  States  goods  have  been  reduced 
on  a  wide  front.  The  most  inqwrtant  results  are  embodied  in  the  General 
.Agreement  on  Tariffs  and  Trade,  to  which  37  countries  accounting  for 
more  than  80  percent  of  world  trade  are  now  signatories.  Through  the 
General  Agreement  we  have  secured  conditions  conducive  to  the  increase  of 
our  exports.  We  have  succet'ded  not  only  in  reducing  tariffs  against  our 
goods  but  also,  owing  in  large  part  to  the  multilateral  obligations  provided  bv 
the  General  .Agreement,  in  greatly  reducing  the  quantitative  controls  abroad 
which  were  so  prevalent  before  and,  for  a  time,  after  the  war. 

While  the  national  interest  demands  a  growing  two-way  flow  of  trade, 
certain  recognized  safeguards  have  been  established.  These  include  “escape 
clause”  relief  for  industries  which  have  experienced,  or  are  threatened 
with,  serious  injury  as  a  result  of  tariff  concessions  on  imports.  To  assist 
him  in  the  consideration  of  Tariff  Commission  investigations  in  such  cases, 
and  to  advise  on  the  administration  of  the  trade  agreements  program  gener¬ 
ally.  the  President  has  established  the  Trade  Policy  Committee  at  the  Cabinet 
level  with  the  Secretary'  of  Commerce  as  Chairman. 

The  preservation  and  extension  of  the  benefits  obtained  from  widening 
the  channels  of  world  trade  will  depend  heavily  on  the  direction  taken  by 
American  trade  policy  in  the  next  year.  The  decisions  made  will  have  a 
significant  bearing  on  the  economic  fortunes  and  policies  of  our  trading 
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partners,  and  particularly  on  the  success  of  the  steps  being  taken  toward 
closer  integration  in  Western  Europe  through  the  Common  Market  now 
starting  among  six  countries  and  through  the  Free  Trade  Area  under  nego¬ 
tiation  for  the  region  as  a  whole.  It  is  basic  to  our  interests  and  to  those  of 
the  larger  community  of  nations  that  these  ne.w  groups  pursue  policies  favor¬ 
ing  the  expansion  of  international  trade  and  that  they  contribute  effectively 
to  the  economic  growth  and  unity  of  the  free  world. 

To  meet  these  needs,  three  major  elements  are  required  in  our  trade 
agreements  program.  P'irst,  the  'I’rade  .Agreements  .Act  should  be  extended 
for  five  years  from  the  date  of  its  expiration  on  June  30,  ID.'iS.  This  action 
would  confirm  our  continued  adherence  to  the  principles  which  the  .Act 
embodies,  and  would  enable  the  United  .States  to  carry  on  necessary'  negotia¬ 
tions  in  behalf  of  our  exjrort  trade  during  the  crucial  formative  period  which 
lies  ahead  in  Western  Europe. 

Second,  additional  authority  is  needed  to  make  tariff  concessions  to  enable 
us  to  conduct  trade  negotiations  successfully.  Congress  will  be  requested 
to  authorize  the  reduction  of  any  duty  existing  on  July  1,  19.38,  by  5  percent 
p<*r  year  over  a  ,3-year  peri(Kl,  or  by  an  equivalent  total  amount  in  not  less 
than  three  stages  with  a  maximum  of  10  percent  in  any  one  year.  The 
President  would  also  be  authorized,  alternatively,  to  reduce  any  rate  of  duty 
by  3  percentage  points  ad  valorem,  without  any  yearly  reduction  exceeding 
1  percentage  jMiint.  or  to  reduce  any  rate  to  30  percent  ad  valorem,  if  the 
existing  duty  is  in  excess  of  that  amount,  without  any  yearly  reduction  exceed¬ 
ing  one-third  of  that  difference.  Fhe  negotiation  of  tariff  reductions  would 
remain  subject  to  the  safeguards  now  in  the  .Act,  and  additional  safeguards 
would  be  provided  to  permit  prom|)ter  and  more  effective  relief  to  domestic 
industries  through  escape  clause  proceedings. 

Third,  we  need  a  formally  constituted  center  to  serve  as  the  administrative 
organ  for  the  (ieneral  .Agreement.  Such  a  center  would  provide  a  more  effec¬ 
tive  means  for  reviewing  developments  affecting  trade  and  for  considering 
disputes  arising  out  of  undertakings  among  signatories  to  the  General  Agree¬ 
ment.  The  Congress  is  requested  to  help  constitute  this  center  by  enacting 
legislation  authorizing  United  States  membership  in  the  Organization  for 
Trade  Cooperation. 

In  addition  to  the  trade  agreements  program,  the  Congress  will  have 
before  it  certain  other  measures  relating  to  our  foreign  trade.  These  include 
the  extension  of  the  Export  Control  .Act,  which  expires  on  June  30  of  this 
year;  bills  amending  certain  provisions  concerning  customs  administration 
in  the  T ariff  .Act  of  1 930 ;  and  amendments  to  the  Antidumping  Act  of  1921, 
designed  to  improve  the  administration  of  the  .Act,  which  have  been  ap¬ 
proved  by  the  House  of  Representatives  and  are  awaiting  action  by  the 
Senate.  Favorable  action  is  needed  on  all  of  these  measures. 

The  various  measures  of  United  States  assistance  to,  and  cooperation 
with,  other  countries  have  played  a  significant  role  in  strengthening  national 


economies  abroad.  Direct  United  States  Government  loans  and  grants  and 
the  investment  guaranty  program  have  assisted  economic  recovery  and  devel¬ 
opment  abroad  since  the  war.  United  States  expenditures  overseas  for  mili- 
tar\’  and  other  purposes  have  increased  the  foreign  exchange  resources  of 
many  countries.  Technical  assistance  to  foreign  countries  has  been  provided 
by  the  United  States,  both  through  our  own  bilateral  programs  and  through 
the  United  Nations.  Some  of  the  largest  agreements  under  Public  Law  480 
have  benefited  industrially  less-developed  countries. 

Much  assistance  has  also  been  obtained  from  private  sources  and  inter¬ 
national  agencies.  Private  capital  has  been  invested  abroad  in  increasing 
volume,  canying  with  it  the  benefit  of  .American  manaijerial  and  technical 
experience.  Public  and  private  funds  have  been  channeled  through  the 
International  Bank  for  Reconstruction  and  Development  and  its  affilial<-. 
the  International  Finance  Corporation.  'Fhe  International  Monetarv  Fund 
has  played  a  key  role  in  helping  countries  take  actions  to  strengthen  their 
currencies  and  in  assisting  them  to  overcome  temporary  foreign  exchange 
difficulties. 

Our  Mutual  Security  Program  is  designed  to  strengthen  the  nations  whose 
independence  and  welfare  are  essential  to  our  own.  This  calls  not  only  for 
military  assistance  but  for  economic  support  also,  since  some  countries  can¬ 
not,  without  such  support,  make  the  military  efTort  ne<‘ded  in  the  common 
interest.  Further,  it  would  be  illusory  to  aim  only  at  strengthening  militarv 
security  in  a  narrow  sense.  A  large  part  of  the  world’s  population — the  most 
rapidly  growing  part — has  so  far  experienced  little  improvement  in  material 
welfare.  Many  of  these  peoples  are  now  emerging  into  political  indep«‘nd- 
ence,  and  we  should  not  lose  the  opfxirtunity,  through  appropriate  programs 
of  assistance,  to  strengthen  their  confidence  in  the  possibilities  of  economic 
growth  under  free  institutions.  Some  other  highly  developed  countries  arc 
able  to  participate  in  this  endeavor.  .An  additional  reason  for  welcoming  the 
new  moves  toward  greater  economic  integration  in  Western  Europw'  is  that 
they  should  increase  the  foreign  resources  available  for  this  purfwse. 

For  the  fiscal  year  1959,  an  additional  appropriation  will  be  required  for 
the  Development  Loan  Fund  which  was  authorized  in  1957  to  facilitate 
financing  economic  development  projects  in  underdeveloped  countries.  The 
amount  that  will  be  requested  is  needed  to  permit  effective  operation  of  the 
Fund.  .Appropriations  requested  for  technical  assistance  will  include  an 
increase  in  our  contribution  to  the  United  Nations  program  in  this  field. 

An  increase  is  being  requested  in  the  lending  authority  of  the  Export-Im¬ 
port  Bank.  The  Bank’s  activities  in  financing  exports  are  directly  helpful  in 
promoting  production  and  employment  in  the  United  States  economy  as 
well  as  in  assisting  the  economic  development  of  foreign  countries.  The 
Bank  has  the  widespread  support  of  our  banking  and  foreign  trade  com¬ 
munities,  and  its  funds  are  often  loaned  jointly  with  private  capital,  thus 
reducing  the  demand  for  public  funds. 


Federal  Economic  Statistics 


A  wcll-coordinatrd  system  of  Federal  statistics  is  essential  for  recording 
the  Nation’s  economic  activity,  correctly  appraising  its  economic  perform¬ 
ance,  and  formulating  appropriate  public  and  private  policies.  Such  a 
statistical  system  must  provide  timely  and  reasonably  complete  information 
on  economic  trends  and  interrelations.  It  must  have  continuity  and  be 
sufficiently  flexible  to  take  account  of  the  changes  that  characterize  a 
dynamic  economy. 

Taken  as  a  whole.  Federal  economic  statistics  are  good;  but  in  view  of  the 
public  and  private  needs  for  more  and  better  information,  numerous  defi¬ 
ciencies  in  them  should  be  remedied.  .Accordingly,  the  Congress  will  be 
asked  to  provide  funds  for  the  fiscal  year  1959,  for  the  first  step  of  a  program 
interuh  d  to  make  our  economic  information  more  nearly  adequate  to  our 
growing  and  changing  requirements.  'T  his  first  step  is  described  in  Appendix 
C  to  this  Report.  In  designing  it,  use  was  made  of  the  sjx-cial  studies  pre¬ 
pared  over  a  number  of  years  by  university,  business,  labor.  Ciovernment,  and 
other  experts.  'I'he  work  of  the  Subi  ommittee  on  Economic  Statistics  of  the 
joint  Ec  onomic  C'-ommittee  of  the  Congress  has  been  especially  helpful.  The 
additional  funds  requested  are  small  in  comparison  with  the  total  cost  of 
present  statistical  programs.  Yet  with  these  funds  a  significant  contribu¬ 
tion  can  be  made  toward  improving  existing  statistics  and  filling  gaps  in  our 
knowledge  of  the  workings  of  our  economy. 
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